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Nonprofit organizations rely heavily on their governing board of directors to provide 
leadership, strategic guidance, and financial oversight. The nonprofit community continues to 
grow, and the services provided by these organizations have become a critical part of our society, 
providing a wide variety of services targeting a diverse population. In this context, how the role 
of the board of directors impacts the financial position of the nonprofit organization is of great 
interest to both the academic community and the practitioner. 
This study examined three areas of interest: board effectiveness, funding source, and 
financial vulnerability. First, the association between board effectiveness and financial 
vulnerability was tested. Second, specific board behaviors associated with strategic planning and 
stakeholder management were tested to determine if they were greater predictors of financial 
vulnerability. Finally, the role of funding source (specifically privately funded organizations) as 
a moderating variable for board effectiveness and financial vulnerability was explored. 
The sample was composed of 112 participants, consisting of board member/executive 
director survey responses and financial information for the participating organizations. The 
sample was drawn from six counties in the Central Florida area. Data were collected from a 
series of mailings, and surveys were distributed at nonprofit lecture series. The Financial 
Vulnerability Index (FVI) was used as a measure of the financial condition of the nonprofit 
organization and represented the dependent variable in this study. The Board Self-Assessment 
Questionnaire (BSAQ) was used to assess board effectiveness and represented the independent 
 iv
variable in this study. Primary funding source was identified as a moderating variable, while 
board size, age of the organization, CEO tenure, service area, United Way affiliation, national 
affiliation were included as control variables.  
Board effectiveness as measured by the BSAQ was a significant predictor of financial 
vulnerability as measured by the FVI. The strategic and stakeholder behaviors associated with 
board effectiveness were not found to be significant predictors of financial vulnerability, beyond 
other behaviors associated with board effectiveness. Funding source was shown to moderate the 
observed relationship between board effectiveness and financial vulnerability, as the association 
between effectiveness and financial condition was significant in privately funded nonprofit 
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To meet the growing needs of the social service community, nonprofit organizations must 
learn to adapt to the pressures of their ever-changing environment. These nonprofit organizations 
face greater competition for public funding and pressure to expand services and reduce costs, all 
while increasing funding opportunities for the organization.  
Nonprofit organizations have evolved to become a critical component of the current U.S. 
social and economic structure. According to The Chronicle of Philanthropy (“Heavier Load,” 
2001), the number of nonprofit organizations increased from 489,882 in 1990 to 819,008 in 
2000. This change represented a 67% increase in the number of nonprofit organizations in the 
United States over a ten-year period. In 1999, Florida alone reported in excess of 51,000 
nonprofit organizations, holding assets exceeding $63 billion (Philanthropy & Nonprofit 
Leadership Center, 2002). This increasing growth and reliance on services provided by the 
nonprofit organization places a greater importance on the need to understand the influences on 
nonprofit organizational efficiency and effectiveness.  
Nonprofit organizations provide services not typically available from the public or for-
profit sectors. A majority of the nonprofit organizations in the U.S. are public charities focused 
on a specific social concern (National Center for Charitable Statistics, 2004). Although 
independent, this so-called “third” sector relies heavily on support from the public sector through 
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tax dollars and private support in the form of contributions and grants to provide these critical 
social services (Crittenden, 2000). 
According to Kearns (1994), the dramatic increase in the size and influence of nonprofit 
organizations has led to an increased level of accountability from a broad spectrum of 
stakeholders (government agencies, private donors, the media, clients of the organizations, and 
the public at-large).  This concept of increased accountability has elevated the overall importance 
of a nonprofit organization’s governing board of directors. 
Depending on the organization and the specific service area, the role of the nonprofit 
board of directors can be broad and often difficult to define. However, the literature provides 
some level of consensus with respect to boards’ roles in providing strategic guidance, fiscal 
oversight, and resource allocation for the nonprofit organizations they serve (Goldshmid, 1998; 
Herman & Renz, 2000; Holland & Jackson, 1998). Although other responsibilities may emerge 
in specific organizations, these three responsibilities encompass the majority of the mandated 
and implied roles of the nonprofit board member.  
Herman and Renz (2000) defined the function of the nonprofit board of directors: 
“Boards continue to be called on for governance and leadership; responsibilities. Included among 
those responsibilities are decisions about organizational missions, programs, financing, and the 
performance of its own work” (p.148). Although this definition expands to include self-
evaluation as a key responsibility of the group, the core competencies of strategic planning, fiscal 
oversight, and resource management are present.  
In a study of nonprofit organization leadership characteristics, Heimovics, Herman, and 
Jurkiewics (1993) referred to board members as “boundary spanners” for the organization, 
referring to the board’s ability to leverage its members’ external networks on behalf of the 
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nonprofit organization. This leverage is generally used to expand the nonprofit organization’s 
ability to access new revenue sources and assist it in gaining influence with critical decision 
makers on behalf of the organization. Board members are formally mandated to govern and 
manage the organization (2002 FL STATUTE Chapter 617.0801) in an effective manner. As 
Heimovics et al. pointed out, their role in terms of fundraising and resource allocation is often 
only implied. 
The modern nonprofit organization has become accountable in a much more public 
manner. Kearns (1994) stated that these agencies must secure and maintain their revenue sources 
while simultaneously operating effectively and efficiently. The nonprofit organization’s struggle 
to find a balance between operational effectiveness (delivering mandated services) and 
organizational efficiency (balancing revenues and expenses) is a major focus of the board of 
directors. This focus ultimately will determine the financial position of the organization and, in 
turn, its ability to continue to meet the demands of the organization’s service area in an effective 
manner. 
Understanding the role boards play in terms of organizational effectiveness and 
efficiency will allow for a more complete understanding of the influences affecting modern 
nonprofit organizations. The board of directors is asked to provide strategic guidance and fiscal 
oversight, the implication being that the board will assist the organization to operate more 
effectively and efficiently. The present research attempts to frame the organization’s ability to 
operate in an effective and efficient manner in the context of the organization’s financial 
position. The relationship between board effectiveness and the financial position of the nonprofit 
organization is important, as this is one indicator of sound fiscal oversight and long-term 
 4
strategic planning. The research of these efforts is key in order to understand and develop those 
board behaviors that have the greatest impact on the organization.  
Statement and Significance of the Problem 
Increased competition to provide services, combined with limited and finite resources, 
has forced nonprofit organizations to find ways to increase efficiency without compromising 
effectiveness (Callen, Klein, & Tinkelman, 2003). Charged with the oversight of the 
organization, traditionally the board of directors is responsible for managing this difficult 
process. Maintaining a singular focus on delivery of service (effectiveness) can place the 
nonprofit organization in a weakened financial position, as new resources for the organization 
may not be thoroughly cultivated. Conversely, altering the strategic focus of an organization in 
order to meet short-term financial goals can pull the organization away from its area of focus. 
According to Brooks (2000a), organizations funded primarily by the government are often 
structured to optimize this support, placing the organization in a “resource trap” whereby the 
organization can seek funding from only a limited number of sources. The board of directors is 
placed in the position of attempting to balance efficiency measures with the effective delivery of 
the services outlined by the focus of the nonprofit organization. 
An analysis of the financial position of the nonprofit organization provides the researcher 
with an indication of the organization’s ability to respond to the ever-changing social, political, 
and financial pressures influencing the nonprofit sector (Greenlee & Trussel, 2000; Hager, 2001; 
Trussel, 2002). A broad financial assessment provides both an indication of the current state of 
organizational efficiency and the nonprofit organization’s long-term ability to provide social 
services effectively.  
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Board members as a whole are charged with the public trust in guiding these nonprofit 
organizations in an effective manner (Kearns, 1994). Understanding how especially effective 
governing boards impact the financial position of the nonprofit organizations they serve is 
important to not only the organizations but also the public and private funding agencies that 
support these nonprofit organizations. 
The expanded role and expectations of the modern nonprofit board of directors continues 
to be a strong area for academic research. Exploring the impact that a board of directors has on a 
nonprofit organization’s financial position will assist organizations in making board development 
a priority in order to position their respective organizations for success in a resource-competitive 
environment.  
The impact a board of directors has on an organization must be examined within the 
context of the nonprofit organization’s primary resource stream. According to Miller-Millesen 
(2003), the resource environment of the nonprofit is a key predictor of observed board behaviors. 
The author stated that the role of the board of directors in making strategic and financial planning 
decisions would seem to be highly dependant on the nature of the existing funding structure 
supporting the nonprofit organization.  
Specific funding sources have been shown to align themselves with specific board 
behaviors (Crittenden & Crittenden, 2000; Gronjberg, 1991; Siciliano, 1997; Stone, Hager, & 
Griffin, 2001). It is these specific board behaviors that were observed in the present research to 
evaluate their impact on the overall financial position of the organization.  
Previous research has independently examined effective board characteristics of 
nonprofit organizations and specific organizational traits based on funding characteristics 
(Heimovics et al., 1993; Herman & Renz, 2000; Miller-Millesen, 2003; Provan, 1980). By 
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examining the role the board of directors has on the financial position or relative vulnerability of 
the organization when moderated through the organization’s primary funding source, board 
members, executives, and funding agencies alike will be empowered to make a more educated 
decision on the manner in which to build and maintain those board efforts that support the 
specific needs of their funding environment, in order to operate more efficiently and effectively. 
Theoretical Framework 
Resource dependency theory ties directly to the organizational funding environment and 
can be used to explore the relationship between board effectiveness, funding source, and 
financial vulnerability. Simply stated, resource dependency theory provides an explanation for 
the observation of nonprofit organizational behaviors that appear as a direct response to limited 
and finite resources. Miller-Millesen (2003) suggested that resource dependency theory is the 
primary theoretical approach used by the academic community in understanding the role and 
impact of boards of directors. The author stated that the resource-dependence approach positions 
the board to alleviate environmental uncertainty and provide access to needed resources. 
Nonprofit organizations typically do not generate revenue for operational costs as private 
or public firms do. These organizations rely on funding from various providers in order to 
operate. Froelich (1999) observed that nonprofit organizations rely on a variety of funding 
structures (fund-raising, grants, etc.) to accomplish their organizational goals. It is the impact 
that this inherent resource reliance has on the organization that forms the basis of resource 
dependence theory. 
Resource dependence theory works to explain the manner in which organizations respond 
when they are resource dependent, as most if not all nonprofit organizations are. According to 
 7
Froelich (1999), resource dependence theory maintains that organizational survival is predicated 
on the ability to acquire and maintain resource structures.  
Getz (2001) formulated a concise understanding of resource dependency theory, stating 
that “resource dependence theory suggests that one organization’s or institution’s dependence on 
another for essential resources affects the relationship between the organizations in predictable 
ways” (p. 313). Getz maintained that this relationship places constraints on the organization’s 
behavior and its ability to operate.  
Resource dependency theory posits that organizations respond to a resource dependent 
environment by formulating specific organizational structures and strategies; these measures 
either support the existing resource environment or seek to lessen the influences of a primary 
funding source through diversification. It is to these “predictable ways” referenced by Getz that 
the participants react in this relationship that allow for an understanding of how resource 
dependencies influence organizational structure, including board composition and behavior.   
Recent literature has linked resource dependence theory to the manner in which nonprofit 
organizations structure themselves. For example, a privately funded organization is structured 
and focused on acquiring and maintaining contributions, while an organization that is primarily 
funded by government sources is structured to fulfill the obligations of the public grant or 
contract and to renew it in a timely fashion (Brooks, 2000b; Heimovics et al., 1993; Stone et al., 
2001).  
Froelich (1999) warned that being resource dependent on one primary source can dilute 
the core mission of the nonprofit organization if the missions of the provider and recipient are 
not aligned. The author’s implication here was that nonprofit organizations should strive for a 
diverse revenue stream, rather than relying solely on one or two funding sources. Understanding 
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the resource-dependent environment that nonprofit organizations operate within can facilitate 
more effective strategic planning and resource diversification on the part of the organization 
(Crittenden, 2000; Froelich, 1999).  
Resource dependency theory provides a framework from which to better understand the 
influences that may impact a nonprofit organization and the board of directors’ ability to provide 
effective oversight. This theory provides the conceptual link between board effectiveness, 
financial vulnerability, and the funding environment of the nonprofit organization. A nonprofit 
organization in a resource-dependent environment must organize all of its efforts in response to 
the needs and expectations of the primary resource providers. The literature indicates that 
privately funded nonprofit organizations tend to rely more heavily on their boards of directors, 
establishing a strong basis for the inclusion of funding sources in this study. Through strategic 
planning, fiscal oversight, and resource management, the board of directors can provide specific 
guidance to the nonprofit organization designed to lessen the presence and potentially negative 
influences of resource dependency. 
Research Questions 
This research relies on the framework outlined by resource dependency theory 
(organizations develop structure to support resource management) to investigate the relationship 
between nonprofit board effectiveness and organizational financial vulnerability. The following 
research questions are addressed: 
1. What impact does nonprofit board effectiveness have on the organizations’ 
financial position? 
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2. Do specific board behaviors associated with strategic planning and stakeholder 
management have a greater impact on the nonprofit organization’s financial 
vulnerability over those behaviors associated with mission, knowledge building, 
group development, and process? 
3. Is the relationship between board effectiveness and financial vulnerability 
stronger in those organizations receiving a majority of their funding from private 









This research study examines the extent to which board effectiveness impacts the overall 
financial position (financial vulnerability) of the nonprofit organization, as moderated by the 
funding characteristics (private, public, or commercial) of the organization. In an effort to 
provide a foundation and a broad context, this literature review examines the role and impact of 
nonprofit boards of directors, resource dependence theory, and the influence of primary funding 
sources on the organization, board effectiveness measures, assessing the financial vulnerability 
of the firm, and assessing the influence of specific control variables (board size, age of the 
organization, CEO tenure, service area focus, United Way affiliation, and national affiliation) 
associated with the research.  
Role and Impact of the Board of Directors 
This section provides an overview of the current literature available regarding the role 
and impact of the board of directors on the nonprofit organization and the extent to which 
effective boards make a difference in the ability of the nonprofit organization to function 
effectively and efficiently. 
The board of directors typically focuses on the governance issues of the organization, 
resource management, strategic planning, and fiscal oversight in the interest of protecting the 
public interest (Goldschmid, 1998; Heracleous & Luh, 2002; Herman & Renz, 2000). The 
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Jossey-Bass Handbook of Nonprofit Leadership and Management (Herman, 1994) outlined nine 
board responsibilities that encompass the general focus of the board of directors: 
1. To determine the organization’s mission and purpose. 
2. To select and support the chief executive. 
3. To review the executive’s performance. 
4. To plan for the future. 
5. To approve and monitor the organization’s programs and services. 
6. To provide sound financial management. 
7. To enlist financial resources. 
8. To advance the organization’s public image. 
9. To strengthen its own effectiveness as a board (p.121). 
These nine board responsibilities provide a basis for the typical function of the modern 
nonprofit board of directors. The extent to which each of these responsibilities is present often is 
determined by the specific needs of the organization (Bradshaw, Murray, & Wolpin, 1992). How 
these responsibilities individually and cumulatively impact the organization is the subject of 
much discussion in the literature. 
The literature regarding the impact that a board of directors has on a nonprofit 
organization is varied in scope. Although a majority of the research indicates that the board of 
directors does have a positive impact on the organization, the significance of this impact 
continues to be a point of discussion. Previous studies have attempted to identify specific board 
characteristics deemed appropriate and link them to a proxy measure of organizational 
effectiveness, such as an expert opinion or a single ratio variable representing financial 
efficiency (Callen et al., 2003; Crittenden, 2000; Herman & Renz, 2000).  
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Bradshaw et al. (1992) observed a significant relationship between board structure and 
processes associated with strategic planning and the performance of the nonprofit organization. 
Their study revealed a strong association between board focus on planning and the financial 
position of the nonprofit organization. Bradshaw et al. were able to link board behaviors 
associated with strategic planning to the organization’s avoidance of financial deficits. This 
study provides support for the examination of the relationship between board effectiveness and 
the financial position of the nonprofit organization, especially when specific board behaviors 
associated with effectiveness can be identified as strong indicators of organizational success, 
such as engagement level and strategic planning. 
Additional literature has explored the relationship between formal board practices, such 
as strategic planning, and the financial position of the nonprofit organization (Stone, Bigelow, & 
Crittenden, 1999). The research supports the assertion that specific board behaviors are an 
important predictor of financial performance (Crittenden, 2000; Gronbjerg, 1991; Jackson & 
Holland, 1998). 
Crittenden (2000) made the connection between those board behaviors associated with 
planning and the financial performance of the organization. Crittenden posited that lack of 
strategic planning with respect to the organization and its funding sources would lead to lower 
financial performance. This finding supports the inclusion of strategic planning behaviors as a 
key variable in predicting financial performance.  
Additional studies have explored leadership behaviors associated with organization 
performance. Heimovics et al. (1993) examined the leadership styles of executive directors 
overseeing nonprofit organizations deemed especially effective. This study worked to correlate 
specific leadership characteristics of nonprofit executives working for especially effective 
 13
organizations.  Heimovics et al. found that nonprofit organizations were influenced by changes 
in their external funding environments and sought to gain guidance and stability in this area from 
their leadership. 
 It is of specific interest how this study used resource dependence theory to frame the 
manner in which nonprofit leaders are directly motivated by accessing resources for their 
nonprofit organizations. Heimovics et al. (1993) contended that those leaders overseeing 
exceptionally effective organizations employed a “political-frame” leadership style. This 
political approach assumed the CEO is and should be focused on the external aspects (resource 
management and board engagement) of the organization. This study supported the use of the 
resource dependency theory and the notion that engaging the board to promote specific behaviors 
will positively impact organizational performance. Heimovics et al. reported that the political 
frame is defined by the presence of conflict associated with identifying and allocating limited 
financial resources. 
Heimovics et al. (1993) added that more effective leaders had adopted a “board-centered” 
style of leadership in response to the need to navigate in a resource dependent environment. This 
study successfully identified a positive correlation between outward-focused leaders and 
effective nonprofit organizations. This study cited the board as another tool at the disposal of the 
CEO for successful management of the nonprofit organization. 
Callen et al. (2003) demonstrated a strong association between the composition of the 
board of the directors and the efficiency of the nonprofit organization. Their study found a 
significant association between the presence of major donors on the board and key indicators of 
organizational efficiency. This association provides insight into how board composition and 
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structure impact the organization, creating a better understanding for why the success of a 
privately funded organization may be more sensitive to the effectiveness of its board of directors.  
Provan (1980) supported the notion that board composition impacts the organization with 
his research on board power and organizational effectiveness. The study found a strong 
association between the presence of powerful board members (defined by member prestige and 
group size) and the ability of the organization to expand revenue sources. This research supports 
the concept that the structure and effectiveness of the board has a direct impact on the financial 
position of the nonprofit organization.  
Understanding the impact board effectiveness has on a nonprofit organization is 
addressed again in a study by Herman and Renz (2000). This study found a significant 
relationship between specific board practices and effective nonprofit organizations. Although the 
authors did not explore the causal nature of this relationship, their study provides additional 
support in the examination of how boards impact the nonprofit organization. 
Most sources in the literature agreed on the role of the nonprofit board of directors as it 
pertains to its members’ governance and leadership responsibilities. There appears to be a strong 
body of research supporting the notion that the board plays a key role in the ability of the 
nonprofit organization to operate both efficiently and effectively. The literature additionally 
provides support for the use of specific board behaviors, such as strategic planning and resource 
management, as indicators of overall effectiveness. There is an opportunity to expand the 
research in this area by exploring in more detail the significance to which these board practices 
and behaviors impact the financial position of the organization. 
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Resource Dependence Theory and Funding Source  
The use of resource dependence theory as a basis for understanding the relationship 
between board behaviors and the financial position of the nonprofit organization is logical, in 
that this theory proposes that predictable behaviors result from the relationship formed between a 
resource provider and a resource dependent entity (Pfeffer & Salancik, 2003). As nonprofit 
organizations are most clearly resource dependent on their primary sources of funding, resource 
dependency theory would explain that the manner in which and extent to which these 
organizations work to adapt to the needs of their primary funding sources would be dictated by 
the relative importance of the resource stream to the organization. This adaptive process 
influences the organizations’ structure, planning, and mission-related work.  
The influence of specific resource structures forms the basis for using the primary 
funding source of the organization as a moderating variable of other predicted relationships with 
regard to governance and financial outcomes. Simply stated, by separating organizations into 
categories by their primary or major funding sources, the relationship between board 
effectiveness and financial vulnerability is hypothesized to be easier to isolate in terms of 
statistical significance. Crittenden (2000) stated that government funding, private contributions, 
and private-sector payments encompass the major funding structures observed in the nonprofit 
sector. 
The literature supports the use of funding source as a moderating variable of the 
relationship between board effectiveness and the financial vulnerability of the organization 
(Callen et al., 2003; Crittenden, 2000; Hodge & Piccolo, 2005). Resource dependence theory, as 
supported by the literature, provides the framework to show that when viewed in the context of 
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funding source, specific board behaviors will impact the financial vulnerability of the 
organization.  
The impact of a primary funding source on a nonprofit organization is tied closely to the 
resource dependence theory. Researchers posit that depending on the type of funding it receives, 
an organization may function in very different ways.  Froelich (1999) stated that organizations 
seek to moderate the influence of resource dependency in the following ways: complying with 
the demands of primary funding sources, limiting resource influence by adopting balancing 
strategies, and finally avoiding demands altogether through aggressive resource diversification. 
Brooks (2000b) developed three theories that explain the impact of an agency’s funding 
source on the organization. The study suggested that specific levels of public support can attract 
private support, referred to as “crowding in.” Public dollars will attract outside support up to a 
certain point, at which time public involvement will actually begin to hinder, or “crowd out,” 
additional private support for the nonprofit organization. The author also developed the theory of 
the “subsidy trap,” where nonprofits that are publicly supported are actually kept in a position 
that restricts their ability to maximize financial support from other areas.  
The concepts of “crowding in,” “crowding out,” and the “subsidy trap” point out the need 
to consider the opportunity costs (what resources are being given up when a particular resource 
stream is adopted) for those nonprofit organizations that choose to rely heavily on public or 
indirect private support (United Way, America’s Charities, etc). These concepts support the 
notion that nonprofit funding sources play an important role in evaluating the impact of the board 
on the organization.  
Stone et al. (2001) outlined the specific observed differences in organizational structure 
depending on nonprofit resource affiliation. This research examined the structural characteristics 
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of organizations with primary funding from the United Way or a public agency. They identified 
significant differences in board size and structure depending on the primary resource provider for 
the organization. It is the structural differences in these organizations that positions “primary 
funding source” as an attractive moderating variable of the relationship between board 
effectiveness and nonprofit financial vulnerability. 
Primary funding sources for nonprofit organizations offer an interesting variable for 
study in that the board structure may differ, depending on the resource structure of the 
organization. This structure may, in turn, impact the overall effectiveness of the board and 
ultimately impact the financial position of the organization. 
Financial Vulnerability 
This section examines the available literature on assessing the financial position of the 
nonprofit organization and the impact that financial position plays on the organization’s ability to 
function effectively and efficiently. Understanding the financial position of the nonprofit 
organization is a key element in attempting to measure the impact that a board of directors can 
have on an organization.  
Although the literature provides additional qualitative measures for performance (mission 
accomplishment, public perception, etc.), financial position remains a leading evaluation 
measure, because the results offer a clear understanding of the state of the nonprofit organization. 
In addition, financial measures are quantitative in nature and the findings may be generalized 
across organizations (Callen et al., 2003; Tassie, Murray, & Cutt, 1998). 
Crittenden (2000) argued that although there exists little or no consensus on performance 
measurement, some level of financial measure should be adopted to maintain a healthy 
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organization. Rojas (2000) cited the long-term viability of the organization and the efficient use 
of private contributions as a function of assessing financial performance as a proxy for 
organizational effectiveness. Assessing the financial position of the nonprofit organization 
provides insight into aspects of long-term survival and overall efficiency. Monitoring the 
nonprofit organization’s financial position is both a defined role of the board of directors 
(Goldschmid, 1998), a critical means by which to ensure long-term success, and a key process 
for organizational improvement.  
Berman (1998) included efficiency measurement as one aspect in determining 
organizational effectiveness. Efficiency measures traditionally examine outputs to inputs; this 
ratio is the basis for most financial assessment. 
The literature recognizes that financial performance is perhaps the only quantitative 
measure of nonprofit effectiveness that can be generalized over a large sample (Craycraft, 1999; 
Crittenden, 2000; Froelich,  Knoepfle, & Pollak, 2000). The for-profit sector has provided 
several financial measures that can be used to assess the position of the firm (Crittenden, 2000), 
and specific ratios have been established to provide insight into nonprofit performance.  
The Jossey-Bass Handbook of Nonprofit Leadership and Management (Herman, 1994) 
provided a breakdown of traditional ratios used in assessing the financial position of the 
nonprofit organization.  
 Profit Margin = Net income / Revenue 
 Return on assets = Net income / Total assets 
 Return on equity = Net income / Total equity 
 Debt/equity = Total liabilities / Equity 
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In addition to the above referenced tools, Callen et al. (2003) provided additional 
financial measurements that are typically used in assessing the performance of nonprofit 
organizations. These measures include program expense ratio, administrative expenses ratio, and 
fundraising expense ratio. These measurements are defined and calculated as follows: 
 Program expenses ratio = program expenses / total expenses 
 Administrative expenses ratio = administrative expenses / total expenses 
 Fundraising expenses ratio = fundraising expenses / total expenses 
The literature warns that although these ratios provide insight into focused assessment of 
specific aspects of the organization, the ratios do not provide a broad picture of the financial state 
of the nonprofit organization. For example many organizations rely on administrative cost ratios 
to evaluate organizational efficiency, whereby this ratio shows that a nonprofit organization is 
attempting to minimize administrative costs and maximize costs associated with service delivery. 
However, this ratio fails to address the need for organizations to maintain financial reserves to 
ensure long-term stability (Tuckman & Chang, 1991). 
Trussel, Greenlee, and Brady (2002) pointed out that when attempting to evaluate the 
financial condition of a nonprofit organization, auditors are faced with three challenges not 
generally present when examining a for-profit firm. First, nonprofits maximize service rather 
than profit; second, financial benchmarks rarely take into account the focus area of the nonprofit 
organization; and finally these financial assessments cannot account for the impact of a financial 
“shock” caused by the loss of a major funding source. 
Recent studies have identified the inherent weakness in using a single financial ratio in 
assessing the nonprofit organization. Many researchers have attempted to use aggregate 
assessment tools that broaden the scope of nonprofit financial analysis (Craycraft, 1999; Hager, 
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2001; Jackson & Holland, 1998; Trussel et al., 2002; Tuckman & Chang, 1991). These 
composite indicators offer a more robust indicator of financial position. 
In an assessment of the Tuckman and Chang model, Hager (2001) offered a profile of 
several financial categories that frame the broad-based approach: “In contrast to a financially 
vulnerable nonprofit, Tuckman and Chang (1991) describe a financially flexible nonprofit as one 
with access to equity balances, many revenue sources, high administration costs, and high 
operating margins” (p.377). 
Hager (2001) examined the Tuckman and Chang model (FVI) in assessing financial 
vulnerability and found that to a varying degree the four components (equity balance, revenue 
concentration, administration costs, and operating margin) of the financial vulnerability model 
explain the demise or longevity of a nonprofit organization. Tuckman and Chang (1991) 
included organizational size and industry type in their original study; however Hager chose to 
focus on only the four financial characteristics in his study. 
1. Equity balance = Liabilities - Assets 
2. Revenue concentration = Proportion of funding received from various sources of income. 
3. Administration costs = Administrative costs / total costs. 
4. Operating margin = (Revenues – expenses)/ total revenues.  
Several researchers (Greenlee & Trussel, 2000; Hager, 2001; Trussel, 2002; Tuckman & 
Chang, 1991) compiled extensive data on the statistical significance of the FVI to predict the 
solvency of the nonprofit organization. Their research used the FVI not only to reduce several 
financial categories into a single index, but also to allow for benchmarking based on six distinct 
nonprofit service areas (culture, education, human services, public benefit, health, and other). 
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The literature provides broad support for the use of financial measures of the organization 
as a means to evaluate operational efficiency and long-term viability. Examples of public and 
nonprofit evaluation measures are present in much of the literature discussing organizational 
effectiveness. Financial measures provide the researcher with quantitative measures of key 
indicators of the financial position of the organization and insight into the organization’s ability 
to operate over the long-term. The literature warns against the reliance of single-ratio measures 
of financial position, indicating a preference for composite measures of financial performance 
(Hager, 2001). 
Board Effectiveness Measures 
This section profiles the use, extent, and type of board effectiveness measures present in 
nonprofit literature. Board effectiveness measures are rarely the sole topic of discussion in a 
majority of the available literature; however these measures are the cornerstone to any research 
discussion of the role and impact that a board has on the nonprofit organization. Successfully 
reviewing the available information on board effectiveness measures will strengthen the 
direction of the research focused on board effectiveness, funding source, and financial 
vulnerability employed in this study.  
Jackson and Holland (1998) clearly made the case for why measurement of board 
effectiveness is critical to the function of the board. The authors posited that in order to 
successfully fulfill their role as board members they needed to assess their performance in this 
role. 
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The literature regarding board effectiveness measures tends to rely heavily on evaluating 
specific traits, behaviors, and characteristics associated with effective boards. This information is 
then linked to the nonprofit organization or used in a comparative context. 
Holland (2002) conducted a study that identified six sets of practices that fostered board 
accountability: 
1. Setting clear expectations and standards for the group. 
2. Actively using policies regarding conflicts of interest. 
3. Identifying and staying focused on priorities. 
4. Maintaining strong two-way communications directly with constituency groups. 
5. Conducting assessments of meetings and board performance. 
6. Experimenting intentionally with new approaches to their work. 
Bradshaw et al. (1992) relied on a list of process characteristics to evaluate board 
effectiveness. The board characteristics were derived from the literature and reduced to Likert-
scale measures. Strategic planning was identified and significantly linked to general satisfaction 
of board performance. 
Herman and Renz (2000) used a similar process to identify specific board practices used 
by effective nonprofit organizations. A strong relationship between effective organizations and 
board use of the practices outlined in the study was revealed. Board self-evaluation, written 
expectations about giving, and engaging the CEO in board development were all identified as 
key practices shared by effective nonprofit organizations.  
Provan (1980) used two subjective measures of board effectiveness: board prestige 
(percent listed in a social register and percent living in high income areas) and a board linkage 
scale (links to other social service organizations and links with the United Way board).  
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Using a listing of individual qualities associated with effectiveness, Michael, Schwartz, 
and Cravcenco (2000) reported that board members identified the following qualities as valid 
indicators of individual trustee effectiveness: level of knowledge, influence, quality of 
relationship, and level of involvement in management functions. Although the prescriptive 
nature of these studies provides a sound context for identifying key behaviors and traits shared 
by effective organizations, they are limited in their explanatory power. 
Additional studies attempted to use more in-depth methods to not only evaluate the 
relative effectiveness of the board but provide specific plans to improve the board’s ability to 
operate more effectively. These studies provide insight into the “real world” applications of 
effectiveness measures. 
In a test of board effectiveness improvement measures, Kovner, Ritvo, and Holland 
(1997) conducted an assessment of board effectiveness within a healthcare system. Their 
comprehensive assessment resulted in significant changes to the structure of the board, including 
a reduction in the number of members, term limits, election of new board chairs, implementation 
of a consent agenda, and reorganization of the committee structure. The study identified the use 
of retreats, time management, and CEO facilitation as key factors in implementing changes in 
board structure and behavior. 
Jackson and Holland (1998) developed and tested the Board Self Assessment 
Questionnaire (BSAQ) to research board effectiveness within nonprofit organizations. This tool 
is attractive to the research community because it segments board behavior into distinct 
categories or factors and is designed to be self administered. 
In a comprehensive analysis (Jackson & Holland, 1998) of their effectiveness measure, 
the authors identified several areas critical to an effective board. These areas include contextual, 
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educational, interpersonal, analytical, political, and strategic qualities. The authors described 
these areas as follows: 
Contextual: The board understands and takes into account the culture, norms, and values 
of the organization it governs. 
Educational: The board takes the necessary steps to ensure that members are well 
informed about the organization and the professions working there as well as the board’s 
own roles, responsibilities, and performance. 
Interpersonal: The board nurtures the development of its members as a group, attends to 
the board’s collective welfare, and fosters a sense of cohesiveness. 
Analytical: The board recognizes complexities and subtleties in the issues it faces, and it 
draws on the multiple perspectives to dissect complex problems and to synthesize 
appropriate responses. 
Political: The board accepts as one of its primary responsibilities the need to develop and 
maintain healthy relationships among all key constituencies. 
Strategic: The board envisions and shapes institutional direction and helps to ensure a 
strategic approach to the organization’s future. (p. 160) 
The composite nature of this assessment tool adds substantial depth to its explanatory 
power. Moreover, the six sub-dimensionss address critical board competencies that seem to align 
well when attempting to predict the financial performance of the organization. Jackson and 
Holland (1998) revealed a significant association between the BSAQ and their self-developed 
composite financial measure, the Composite Organizational Indicator (COI). The comprehensive 
research study conducted by these authors not only works to validate their effectiveness model, it 
confirms the interrelation between the financial performance of an organization and the relative 
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involvement and oversight from the board. The COI relies on a simple calculated score from 
total revenues, annual operating funds, financial reserves, non-financial resources, and academic 
emphasis of the budget. However, this composite variable fails to weight the individual sub-
dimensionss and does not take into account the size of the organization. Brown (2005) attempted 
to link the BSAQ to financial performance using a similar ratio-based approach and was able to 
find a significant relationship in only one of the six sub-dimensions (strategic). The limited scope 
of these financial indicators provides guidance into areas in which future research may provide 
insight into a relationship between board effectiveness and financial performance. 
Scissons (2002) discussed the importance of board and CEO evaluation and provided a 
detailed overview of the inherent weakness associated with a variety of the effectiveness 
measurement tools. 
 Unpegged rating scales involve the use of rating scales focused on specific aspects of 
performance. The author noted that they are highly subjective to the rater’s interpretation 
of the measurement scale and that without legitimate benchmarks the scores and their 
variability become difficult to interpret. 
 360E reviews rate the performance of an employee from a multi-dimensional perspective, 
relying on responses from direct reports, subordinates, peers, and external stakeholders to 
build a broad picture of performance. The author observed that raters may respond to job 
aspects of the person being evaluated in which they have little or no understanding or 
input. The scores often compile information into mean scores that fail to take into 
account the weighting of specific responsibilities. 
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 Self-assessment allows for respondents to assess their own performance within a specific 
context. This measure tends to rely on an extremely limited perspective and is open to 
bias. 
 Process vs. outcome measurement addresses the information that is acquired during the 
evaluation process. Process measurement tends to focus on specific characteristics of 
effectiveness and measure their relative presence and degree of use, while outcome 
measurements focus on specific outcomes that relate to effective performance. 
Scissons (2002) recommended using a logical mix of these measurement tools and 
encouraged self assessment measures to use the responses from the board in conjunction with 
that of the CEO, identifying discrepancies in the responses between board members and the CEO 
and using them as points the organization may focus on for improvement. 
The literature provides several key examples of board assessment tools. Self-assessment 
measures may offer some inherent weaknesses; however they tend to be favored due to their ease 
of implementation and relative reliability. Gill, Flynn, and Reissing (2005) explored the use of a 
self-assessment checklist as a measure for board effectiveness. Their findings support the use of 
self-assessment in observing board behavior, as the checklist observed in the study was shown to 
be both consistent and reliable in nature. Heracleous and Luh (2002) posited that self-assessment 
as the only means of board assessment may be less accurate than a combination of assessment 
techniques, but the authors reported that in spite of this limitation self-assessment remains 
extremely accurate in that it places the respondent (board member) in a much less defensive 
posture and increases the likelihood for a candid response.  
Jackson and Holland (1998) recognized that self assessment measures of board 
effectiveness may yield limited or inaccurate results, largely due to the fact that boards have 
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inconsistent expectations of trustee performance and boards do not tend to seek or provide 
feedback on performance. In designing their effectiveness measure (BSAQ), the authors 
prepared a tool that measures behaviors that characterize the actions of strong boards rather than 
a prescriptive listing of specific board processes. 
The literature offers a broad overview on the manner in which board effectiveness may 
be measured and the possible limitations associated with specific measures. The research 
regarding nonprofit board effectiveness has generally focused on prescriptive evaluations of the 
presence or absence of specific board behaviors. There appears to be an opportunity to 
strengthen the research in this area by expanding the scope of the board evaluation to include 
some outcome measurement as a part of a broad assessment. The BSAQ designed by Jackson 
and Holland (1998) appears ideally positioned to be an excellent board-effectiveness tool in that 
it measures a wide array of board characteristics and can be linked to specific financial measures 
for organizational performance.  
Control Variables  
The current literature has introduced variables of interest that are important to 
acknowledge in the implementation of the study. The size of the board, age of the organization, 
CEO tenure, service area, fundraising structures (including association with the United Way), 
and presence of a national affiliation have been identified as variables that may impact the 
overall interpretation of results when researching the impact that board effectiveness has on 
financial vulnerability when moderated by organizational funding source. 
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Board Size 
The relative size of the board supporting the organization is of interest in that it may be 
an indication of the stability of the organization. An organization with a larger board generally 
will be structured in such a way as to successfully manage this larger group. The organization 
will also be afforded more intellectual resources than a board with fewer members (Bradshaw et 
al., 1992; Callen et al., 2003; Crittenden, 2000; Provan, 1980; Stone et al., 2001). 
Age of the Organization 
The relative age of the organization is an important consideration since young 
organizations face obstacles that older, more established nonprofit organizations do not have to 
endure. For example, solidifying resource streams for younger organizations may prove to be the 
single focus of the organization (often at the expense of service delivery). Attracting the most 
qualified members for a board of directors may also be difficult for relatively young nonprofit 
organizations, in that prospective board members may be hesitant to join the board of a younger, 
less well-established organization (Bradshaw et al., 1992; Crittenden, 2000; Zahara & Pearce, 
1989). 
CEO Tenure 
CEO tenure is a good control variable for this research study, because it may explain both 
the structure and effectiveness of the board and the financial position of the organization. 
Depending on the tenure of the CEO, the organization may be in a transition period attempting to 
address critical developmental issues, such as board involvement, the financial position of the 
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organization, or both (Crittenden & Crittenden, 2000; Heimovics et al., 1993; Zahara & Pearce, 
1989). 
Organization’s Service Focus 
The service focus of the organization should be considered when exploring board 
effectiveness, due to the specific differences between nonprofit organizations, which depend on 
the service area on which they focus. Access to resources, public partnerships, and volunteer 
involvement are all impacted, depending on the service area of the organization (Bradshaw et al., 
1992; Brooks, 1999; Crittenden & Crittenden, 2000; Greenlee & Trussel, 2000; Trussel et al., 
2002). 
United Way Affiliation 
Indirect private support, through federated funding sources like the United Way of 
America, may have an impact on both board structure and financial position. The United Way of 
America mandates specific criteria in order to receive funding. These criteria include financial 
reporting guidelines, administrative cost spending limits, and specific board structures. The 
presence of United Way funding may influence the relationship between board effectiveness and 
financial position (Bradley, Jansen, & Silverman, 2003; Callen et al., 2003; Cordes, Twombly, & 
Saunders, 1999; Goldschmid, 1998; Hager, Rooney, & Pollak, 2002; Heart of Florida, 2003; 
Herman & Renz, 1999; Stone et al., 2001). 
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National Affiliation 
Finally, similar to United Way support, examining those nonprofits with the presence of a 
national affiliation is of interest in that the national organization may provide specific guidelines 
for the organization to follow with respect to board structure, financial reporting, and resource 
management. The national affiliation may impact the nature of the relationship between board 
effectiveness and financial position (Callen et al., 2003; Cordes et al., 1999; Hager et al., 2002; 
Siciliano, 1997). 
Each of these control variables is important to fully understand the nature of the 
relationship between board effectiveness, primary funding source, and financial position. By 
fully examining the strength of the role these control variables play in the relationship, the 
research should be able to identify and isolate the specific impact that board effectiveness has on 
the financial position of the nonprofit organization and to what extent funding source plays a 
role. 
Hypotheses 
Based on the theoretical applications discussed in the literature and in the research 
questions, the following hypotheses—null and alternative—are tested in this study: 
1. The financial position of the nonprofit organization is affected by the governing 
behaviors of the board of directors. 
H0: Board effectiveness when measured as a composite variable using the Board 
Self Assessment Questionnaire (BSAQ) exhibits no significant relationship with 
nonprofit financial vulnerability, as measured by the Financial Vulnerability 
Index (FVI). 
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Ha: Board effectiveness when measured as a composite variable using the BSAQ 
has a significant negative relationship with the nonprofit organization’s financial 
vulnerability, as measured by the FVI. 
2. Specific board behaviors associated with planning and stakeholder management will 
influence the strength of the relationship between board effectiveness and organizational 
financial vulnerability. 
H0: There is no significant difference in the explanatory power of the six 
composite variables that form the BSAQ. 
Ha: The political and strategic sub-dimensions associated with the BSAQ are the 
most significant predictors of nonprofit financial vulnerability; these aspects 
explain more of the variation in financial vulnerability than the other dimensions 
of the BSAQ.  
3. The major funding source of a nonprofit organization influences the relationship between 
board effectiveness and financial vulnerability. 
H0: The relationship between board effectiveness and financial vulnerability will 
be no different in those organizations where private funding is the primary source 
than in organizations receiving majority funding from public or commercial 
sources. 
Ha: The relationship between board effectiveness and financial vulnerability will 
be stronger in those organizations where private funding is the primary source 




This research model addresses each of the stated hypotheses listed above. The complexity 
of this model can be reduced to the flowchart shown in Figure 1. Simply stated, this research 
describes the relationship between board effectiveness and the organizations’ financial position, 
in the context of funding source.  For the purposes of this study, the term financial vulnerability 
will be used when referring to assessments of the organization’s financial position.  






























           Moderating Variable 
 
Control Variables 
 Board Size (SIZE) 
 Age of Nonprofit Organization (AGE) 
 CEO Tenure (TENURE) 
 Service Area (SA) 
 United Way Affiliation (UW) 
 National Affiliation (NA) 
Figure 1: Model Flowchart 
 
The hypothesized relationship between board effectiveness and financial vulnerability 
will be strengthened when viewed in the context of the primary funding source of the nonprofit 
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organization. The framework provided by resource dependence theory provides insight into the 
expected influence that funding source may play in the exploratory model. Although previous 
research involving boards has attempted to link some limited measure of effectiveness to the 
observed behaviors of the board, this research model provides new insight by examining the 
relationship between board effectiveness and financial vulnerability in the context of the 
nonprofit organization’s funding environment.  
Although the literature suggests that a nonprofit board of directors can influence the 
performance of an organization, there appears to be little or no research linking a multi-
dimensional assessment of board effectiveness to a composite measure of the financial 
performance of the organization, when moderated through the primary funding source of the 
organization.  
Specifically, this research relies on the inclusion of three variables that add depth to the 
understanding of board effectiveness on nonprofit financial vulnerability. 
 Board Self Assessment Questionnaire (BSAQ) 
 Financial Vulnerability Index (FVI) 
 Primary funding source as a moderating variable. 
Each of these variables has been used in research exploring specific aspects of the 
nonprofit organization. The present study examines specific aspects of each variable to better 
understand the impact that board effectiveness has on nonprofit financial vulnerability when 








The present research employs a relational/predictive model to more fully understand the 
extent to which nonprofit board effectiveness and funding source influences the organization’s 
financial position. Using descriptive and quantitative data collected by means of a survey of the 
governing leadership in the organizations of interest and by linking this information to 
demographic and financial information provided for the organization, the researcher investigated 
whether a statistically significant relationship exists between board effectiveness and 
organization funding source.  
The study focused specifically on the interaction between board effectiveness and the 
financial vulnerability index in the context of primary funding source, while controlling for 
specific external factors such as size of the board, age of the organization, CEO tenure, service 
area, United Way affiliation, and national affiliation.  
Financial Vulnerability 
In this research, an assessment of the financial condition of the nonprofit organization 
represented the dependent variable and was demonstrated through a composite indicator of 
financial vulnerability known as the Financial Vulnerability Index (FVI) (Tuckman & Chang, 
1991). The FVI, a measure of economic health, presents an opportunity to strengthen the 
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research in this area, in that it takes into account a broad range of financial indicators and 
provides a measure for predicting long-term economic performance. 
The FVI provides a numerical measure of the relative financial vulnerability experienced 
by the nonprofit organization. Organizations that score high on the measure are considered 
vulnerable and less able to recover from a disruption in revenue stability. Vulnerable 
organizations are less likely to maintain long-term effectiveness in meeting stated goals and 
objectives. The FVI relies on financial information readily available from the IRS Form 990.  
The use of the financial vulnerability model as a dependent variable is attractive, because 
all of the financial measures required to compute the Tuckman and Chang (FVI) index are 
available on the IRS Form 990 (Trussel, 2002). The IRS Form 990 (Appendixes D and E) is a 
federal tax document that must be prepared annually in order to maintain tax-exempt status. 
Froelich et al. (2000) stated that while the IRS 990 return, prepared by nonprofits with over 
$25,000 total revenues, provides valuable information, it also carries with it some limitations: 
data entry errors, sample limitations, and, most critical, concerns about the completeness and 
accuracy of the information collected. Their research found that in spite of these limitations, IRS 
990 information is a reliable source of financial information for use when assessing nonprofit 
organizations. 
The following list outlines the key components of the FVI calculation and how this 
information is derived from the IRS 990 form (Fernald, 2000); the specific calculations have 
been addressed previously and are available in Appendix F.  
 
1. Equity balance (DEBT) 
a. Liabilities: line 66 
b. Assets: line 59 
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2. Revenue concentration (CONCEN) 
a. Private funding: line 1a 
b. Government funding: line 1c 
c. Commercial(program) funding: line 2  
d. Indirect private funding: line 1b 
3. Administration costs (ADMIN) 
a. Administrative expenses: line 14  
b. Total expenses: line 12 
4. Operating margin (MARGIN) 
a. Revenues: line 12 
b. Expenses: line 17 
5. Size of the organization (SIZE) 
a. Total assets: line 59  
 
FVI Prediction Equation 
FVI = 1/(1+e-Z),  
where 
Z = 0.7754 + 0.9272 DEBT + 0.1496 CONCEN – 2.8419 MARGIN + 0.1206 ADMIN 
– 0.1665 SIZE,  
and e = 2.718 
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The formula illustrates that the FVI is a composite measure of relative financial position, 
calculated through the principles of regression analysis. The regression formula includes the 
respective coefficients for each variable group, weighting the individual influence of each 
respective variable and providing a single index value to evaluate the financial health of the 
nonprofit organization (Trussel et al., 2002). The higher the FVI score, the greater the chance the 
nonprofit organization will experience financial instability or ultimately failure.  
According to Trussel et al. (2002), the following decision rule can be used to interpret the 
FVI scores. This decision rule provides a guidepost in interpreting the results from this study.  
FVI Decision Rule 
 If the FVI is > .20 the nonprofit organization is financially vulnerable. 
 If the FVI is < .10 the nonprofit organization is not financially vulnerable. 
 If the FVI is between .10 and .20 the result is deemed inconclusive. 
The use of IRS-990 information in compiling the Financial Vulnerability Index is based 
on objective interpretation of standardized financial records, providing the researcher with a 
sound financial assessment tool when examining a broad group of nonprofit organizations. Note 
however that the FVI is not designed to be used as the sole assessment tool for financial position 
and the scores and their subsequent ranges may be influenced by external factors (industry type, 
capital investment, etc.). 
Board Effectiveness 
The primary independent variable for this research is a measure of board effectiveness of 
the nonprofit organizations included in the study. The Board Self-Assessment Questionnaire 
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(BSAQ), designed by Jackson and Holland (1998), was employed to calculate the relative 
effectiveness of the board of directors. In developing the BSAQ, the authors created a model to 
evaluate board effectiveness that is both a reliable and a valid measure of board performance. 
This tool has shown several characteristics that make it attractive to the research community, 
including the design of the questions, the distinct board behavior assessed, and the self-
assessment nature of the survey. 
The BSAQ examines six specific characteristics of an effective board member and 
provides an assessment for each individual characteristic. These sub-dimensions include 
contextual, educational, interpersonal, analytical, political, and strategic qualities. The 
information collected by the BSAQ is of interest for two specific reasons:  
1. This survey has been rigorously tested in assessing board effectiveness.  
2. Composed of six distinct sub-dimensions, the BSAQ provides a better opportunity to 
reveal an association between effectiveness and financial performance. 
In testing for reliability, the authors assessed the BSAQ for validity, inter-rater 
agreement, equivalency, and sensitivity (Jackson & Holland, 1998). Factor analysis revealed that 
the six dimensions of the BSAQ were adequately representing a single factor (board 
effectiveness). Each test of reliability revealed the BSAQ to be a reliable test of board member 
performance. Additionally, Jackson and Holland’s research provides published means for the 
specific sub-dimensions and the overall BSAQ that were useful in interpreting results from the 




BSAQ Published Averages for Scale Sub-dimensions (N = 200 Nonprofit Organizations) 
Dimension 1 2 3 4 5 6 BSAQ 
Average score .69 .54 .64 .62 .65 .66 .63 
Dimensions: 1 = Contextual. 2 = Educational. 3 = Interpersonal. 4 = Analytical. 5 = Political. 
6 = Strategic. 
Source: Dr. Thomas P. Holland (Appendix C) 
 
Funding Source 
The primary funding source of the nonprofit organization was posited as a moderating 
variable in this study. Participants of this study were separated into groups depending on the 
category that best described their primary funding source. These categories included private 
funding, public funding, and commercial funding. 
Private funding refers to those organizations that receive a majority of their funding from 
private donors (individual, corporate, and foundation support). Public funding refers to those 
nonprofit organizations that receive a majority of their funding from the public sector 
(governmental entities). Commercial funding refers to those organizations that receive primary 
funding from commercial activity (contract fees and commercial revenues). A fourth category —
either mixed-funding, for those organizations that did not appear to have a primary funding 
source, or “other” category for funding deemed to come from an altogether different source—
was originally contemplated, but it turned out not to be needed, since only three of the 
responders fell into a fourth category, and as this other revenue was based on investment returns, 
these responders were assigned to the commercial category. 
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The following is a broad definition of the moderator variable as it was employed in this 
study: 
In general terms, a moderator is a qualitative [Descriptor] (e.g., sex, race, class) or 
quantitative (e.g., level of reward) variable that affects the direction and/or strength of the 
relation between an independent or predictor variable and a dependent or criterion 
variable. Specifically within a correlation analysis, a moderator is a third variable that 
affects the zero-order correlation between two other variables. (Baron & Kenny, 1986, 
p. 1174) 
Resource dependency theory posits that funding source acts as a logical moderator 
variable, in that the literature supports the notion that specific funding characteristics of the 
nonprofit organization influence certain of the board characteristics, including composition and 
strategic focus. By moderating the relationship between board effectiveness and financial 
vulnerability with funding source, the research design was expected to be strengthened, in that 
the influence of the primary funding source on the relationship would be more clearly revealed 
for interpretation. 
External Factors 
External factors in this research design represented the control variables of interest. These 
control variables were identified from the literature as having potential influence on the research 
design.  The variables included board size, age of the organization, CEO tenure, service area, 
United Way affiliation, and national organization affiliation. 
These specific control variables were identified in the literature and were determined 
through the data collection in the research design. Questions 2–7 on the survey collected 
information regarding the control variables. Board size and age of the organization were treated 
as continuous variables.  Board size was collected from the respondent, while age of the 
organization was collected from the published financial information. Organization age was 
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included in the Form 990 data collection. If the founding date was not provided, filing date (the 
date the organization filed for tax-exempt status) could be used as a proxy for organizational age.   
Service area was identified by the respondent and included in the data as a categorical 
variable. It should be noted that the survey collected seven categorical responses describing the 
type of service being delivered by the nonprofit organization. For statistical analysis the seven 
categories were reduced to four categories, focusing on Social Service, Healthcare, Education, 
and Other. The reduction of the categories provided greater statistical power when analyzing the 
groups.  
United Way affiliation and national affiliation were entered as a dichotomous variable.  
For example, Question 3 reads, “Is your nonprofit organization currently affiliated with the 
United Way of America? Yes/No.” By including all of these specific control variables in the 
study, and taking into account any effect they might have, the research regarding board 
effectiveness and financial performance was strengthened. 
Population and Sample 
The population of interest for this research was the Executive Director, board chairs, 
executive committee members, and members at-large of tax-exempt nonprofit organizations 
servicing the Central Florida community. This group was selected from a State of Florida list of 
all of the 501(c)(3) nonprofit organizations in the state. The research focused on the 12,526 
registered organizations providing services in the counties of Brevard (3,368), Flagler (12), 
Orange (5,976), Osceola (393), Seminole (3,018), and Volusia (2,755). Due to reporting 
requirements from the IRS, many religious organizations and smaller nonprofits were omitted 
from this study. Only those organizations with revenue in excess of $25,000 are required to file 
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with the IRS (Fernald, 2000). Filing an IRS 990 is not required for religious organizations and 
those not meeting the above-stated revenue threshold.  
A sample of 1,488 nonprofit organizations was identified for inclusion in this study. The 
survey was mailed to all organizations affiliated with the United Way and America’s Charities in 
the six-county region and to a random sample from the State of Florida database of nonprofit 
organizations in the Central Florida area. The survey was addressed to the organization, and a 
cover letter solicited the participation of the director or a member of the board (Board Chair, 
executive committee member, or at-large member of the board).  
Procedures 
Data collection for the research project was conducted in two stages: First, the board self-
assessment questionnaire (BSAQ) developed by Jackson and Holland (1998) was administered 
to the sample. Second, financial information from the three most recent years of IRS 990 forms 
was collected for each organization that responded to the survey. 
Upon receiving approval from the Internal Review Board (IRB) at UCF (Appendix G), 
the researcher administered the BSAQ to the sample over a four-month period, beginning in May 
2005. The distribution of the questionnaire followed Dillman’s (2000) recommendations. The 
BSAQ was mailed to each participant in a standard envelope that included instructions for the 
survey, a return envelope with paid postage, and a personalized thank-you note for the 
respondent’s participation. Additional surveys were distributed at a series of lectures held at the 
Rollins College Philanthropy and Nonprofit Leadership Center during the same time period.  
A month after the survey was distributed, emails were sent to the heads of the United 
Way agencies, and targeted reminders were mailed out. These mailings targeted affiliated 
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members of Central Florida United Way organizations. Since email reminders can often bolster 
the response rate, the local United Way affiliates were encouraged to participate by their local 
United Way agency. This approach was intended to reduce the number of follow-up mailings 
required and increase participation in the study.  
The financial information for tax-exempt nonprofit organizations is public and was 
accessed through two methods. The website www.Guidestar.org provides IRS 990 forms online 
in PDF format. This online method accounted for a substantial number of nonprofit organizations 
and was the primary source for financial information. When information was unavailable using 
Guidestar, the organizations were asked to provide the information. Nonprofit organizations are 
mandated by law to provide their IRS 990 forms, and all who were asked complied with this 
request. The information provided in the IRS forms allowed for the calculation of the nonprofit 
organizations’ overall financial vulnerability, ascertaining their primary funding source, and 
obtaining the dates the organizations were founded. 
Potential participants for the study were identified from three distinct sources: 1) Tax-
exempt organizations registered with the State of Florida, 2) United Way–affiliated nonprofit 
organizations in the Central Florida region, and 3) participants in nonprofit seminars held at 
Rollins College. The target group for the survey was the nonprofit organization’s Executive 
Director, the Board Chair, member of the executive committee, or a member of the board at-
large.  
The collection of the financial information took place through accessing the three most 
recent years of IRS Form 990 information for each of the respondents in the sample. The 
appropriate IRS Form 990 information was coded and placed into a table in order to calculate the 
scores needed for the FVI and to determine the organization’s primary funding source. The 
 45
standardized nature of this IRS data and the use of three years’ worth of compiled financial 
information made generalizing the results less prone to error (Froelich et al., 2000).  
Instrumentation and Data Collection 
The instrumentation for this analysis required the administration of the Board Self 
Assessment Questionnaire (BSAQ) in order to calculate and index organizational board 
effectiveness. The BSAQ has been evaluated for validity and reliability in assessing the relative 
effectiveness of an organization’s board of directors (Brown, 2005; Jackson & Holland, 1998). 
The survey consists of 65 questions that evaluate six core competencies of the board of directors. 
These competencies are in the contextual, educational, interpersonal, analytical, political, and 
strategic areas. Additional questions were added to the BSAQ to collect specific demographic 
and control variable information. 
The survey consisted of a series of statements that describe a variety of possible board 
actions, and respondents were asked to provide the answer that best illustrated their 
organizational experience. The survey used a Likert-scale–style format for coding answers 
(strongly agree, agree, disagree, and strongly disagree). 
To assess the financial position of the organization, the Tuckman and Chang Financial 
Vulnerability model was used (Tuckman & Chang, 1991). This model has been successfully 
proven to be reliable and valid in predicting the financial vulnerability of nonprofit organizations 
(Hager, 2001; Hodge & Piccolo, 2005; Trussel, 2002). The model used the three most recent 
years of IRS 990 information (within the range of filing years 2000 to 2004) to calculate the 
Financial Vulnerability Index for each of the survey respondents. Using a three-year average of 
the financial indicators reduced the impact of any outliers in the data collection. If an 
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organization had an extremely good or an extremely poor year, the three-year average reduced 
the impact that this extreme value would have on the study. In addition, the Index authors 
defined vulnerable organizations in terms of three consecutive years of declining financial 
performance. 
The Financial Vulnerability Index (FVI) consists of five key indicators that were 
integrated into a composite formula to provide a numerical representation of organizational 
financial vulnerability. The indicators include debt ratio (DEBT), revenue concentration 
(CONCEN), surplus margin (MARGIN), administrative cost ratio (ADMIN), and organizational 
asset size (SIZE). It should be noted that none of these sub-dimensionss would have been 
appropriate as control variables, in that they are related to the composite FVI score. 
An inverse relationship between BSAQ and FVI was predicted: as board effectiveness 
increased, it was hypothesized that the FVI score would decrease.  
Data Analysis 
In order to determine the nature of the relationship between board effectiveness and the 
relative financial vulnerability of a nonprofit organization, the survey information was calculated 
and then linked to the organization’s financial information collected from the IRS 990 forms. In 
order to determine if funding source moderates the relationship between the BSAQ and the FVI, 
the primary funding source of the organizations was calculated, using the Form 990 data to 
provide information on revenue sources by area. The organizations were then assigned to one of 
three categories representing the primary funding source variable: private funding, governmental 
funding, or commercial funding (PRIV, GOVT, or COMM). The initial demographic results 
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from the respondents were included in order to test the specific control variables identified for 
the study and to illustrate the response rate and other key demographic data points.  
To address the three hypotheses outlined in this study, the researcher examined the extent 
to which the board effectiveness measure predicted the FVI. The data were collected, entered 
into an Excel worksheet, and transferred for statistical calculation into the SPSS software 
program. Zero-order correlations were used to determine the relationship between the BSAQ and 
the FVI, including the six sub-dimensions of the BSAQ. Other statistical analyses were applied 
to the data to examine the impact that the individual sub-dimensionss of the BSAQ have on the 
relationship with the FVI and to provide insight into the role that the specific control variables 
play within the relationship. 
Two-step regression analysis was used to assess the extent to which board effectiveness 
explained variance in financial vulnerability. Specific control variables were entered into the 
regression analysis in Step 1, and the BSAQ was entered in Step 2. This method provided insight 
into the extent to which BSAQ predicted FVI beyond stable characteristics of the board. 
To test the impact of primary funding source (PFS), the individual correlation between 
BSAQ and FVI for each funding group (PRIV, GOVT, and COMM) was also analyzed to test 
for significance. This Z-score comparison of correlations is similar to a t test, whereby 
correlations are compared for significance (Quiñones, Ford, & Teachout, 1995). Additionally, 
each sub-dimension of the BSAQ was introduced into the regression formula in order to provide 
specific insight into the influence each specific factor has on the dependent variable.  
Cronbach’s Alpha was calculated to determine the observed reliability of the BSAQ. The 
reliability testing provided detailed analysis of each specific sub-dimension and the overall 
BSAQ in reporting information on board effectiveness. The observed Alpha scores assisted in 
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better understanding the reliability of the sub-dimensions and the overall BSAQ in assessing 
board effectiveness. 
A t test was used to examine whether statistical differences exist between executive 
director and board member respondents and between United Way affiliated organizations in 
terms of FVI and BSAQ scores. Similarly, a t-test analysis tested for non-response bias in those 
survey respondents who represented organizations where no financial data could be collected. 
Both of these tests were conducted to ensure that the study was free of response bias. 
In consideration of the literature on this topic and the research questions outlined, the 
following models served as the basis for the research. 
Correlation Model 
 Primary relationship of interest 
FVI – BSAQ – context – education – interpersonal- analytical – political – strategic 
 Control variable relationship of interest 
FVI – BSAQ – NA – UW – AGE – SA – SIZE 
Primary Funding Source 
PRIV: FVI – BSAQ 
GOVT: FVI – BSAQ 
COMM: FVI – BSAQ 
ANOVA 
 Primary Funding Source (FVI) 
 PRIV – GOVT – COMM 
 Primary Funding Source (BSAQ) 




FVI = a+b1(AGE)+b2(SIZE) +e 
Step 2 
FVI = a+b1(AGE)+b2(SIZE)  b3(BSAQ)+ +e 
 
Where:  FVI = Financial vulnerability index 
  BSAQ = Board effectiveness score 
  Context = Contextual sub-dimension 
  Education = Educational sub-dimension 
  Interpersonal = Interpersonal sub-dimension 
  Analytical = Analytical sub-dimension 
  Political = Political sub-dimension 
  Strategic = Strategic sub-dimension 
PFS = Primary funding source (PRIV, GOVT, and COMM) 
  SIZE = Size of the board membership 
  AGE = Age of the nonprofit organization 
  UW = United Way affiliation 
  SA = Service area of organization 
  TENURE = CEO tenure with organization 
  NA = National affiliation 
 E = ERROR 
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Response Rate and Determination of the Final Sample 
This section provides an overview of the response rate encountered while conducting the 
study and illustrates the steps taken to create the final sample for the study. The data collection 
relied on three distinct mailings, targeting the above-mentioned population of interest, and 
surveys distributed at a series of nonprofit seminars held at Rollins College in Winter Park, 
Florida. Survey response rates distributed at the lecture series were anticipated to be higher, as 
they were distributed at the beginning of the lecture and collected at the end of the presentation. 
Of the 1,488 survey packets (cover letter, BSAQ, and return envelope) distributed, 159 
(10.7%) were returned. Of those, 112 (7.5%) were included in the final study. Table 2 provides 
detail on response rates and the progression in building the final sample.  
 
Table 2 
Response Rate Information 
Response level Number of responders 
Initial response 159  
Completed BSAQ 157  
BSAQ and FVI 116  
Included in main study 112  
 
 
The limitations to inclusion in the final study included the following: 
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• No IRS 990 information due to lack of revenue thresholds (organizations with less 
than $25,000 in revenue are not required to file a 990) 
• No IRS 990 due to religious affiliation (religious organizations are not required to 
file a 990) 
• No organization name provided on the completed survey, limiting the ability to 
acquire the appropriate financial information (4 surveys) 
• Survey not completed but returned (2 surveys) 
• FVI score was in an extreme region and removed as an outlier (3 organizations 
removed) 
Decisions regarding the definition of a nonprofit organization were important in the 
choice of nonprofit organizations in the Central Florida community. Local social-service 
agencies (Habitat for Humanity, Meals on Wheels, etc.) are typically the types of organizations 
that are associated with nonprofit organizations. However, many of the organizations with 
501(c)(3) status did not fit this social-service profile. Since the study focused on board behavior 
and not on service delivery, creating a unique definition of nonprofit organization (NPO) was 
deemed precarious. This arbitrary assignment may have introduced researcher bias into the 
results (trying to conclude that a specific organization counted as an NPO, while removing 
others). Nonprofit organizations included in this study needed only be 501(c)(3) tax-exempt 
organizations; service type was not used in the formulation of the sample. 
Using the State of Florida database for nonprofit organizations provided the study with a 
base-line sample of every organization in the Central Florida region that was registered as a tax-
exempt nonprofit organization. This sampling frame consisted of 15,526 nonprofit organizations 
in six counties. Based on the researcher’s previous nonprofit study (Hodge & Piccolo, 2005) it 
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was anticipated that using a United Way database would yield a higher response. There was 
strong support against acquiring all of the data from United Way affiliated members, because the 
literature suggests that United Way affiliation may influence results (Cordes et al., 1999; Stone et 
al., 2001). This United Way influence supported the affiliation as a control variable in the study. 
Additionally, seeking a broader dataset was supported, as funding source is a primary variable in 
the study and United Way organizations would clearly all have funding similarities that would 
limit their scope as a representative sample. 
Survey-distribution breakdown is as follows: 1,092 surveys were mailed out to the State 
of Florida sample (which included the local Heart of Florida United Way and America’s 
Charities member agencies), 132 surveys were mailed separately to the Volusia-Flagler United 
Way and Heart of Florida member agencies, 150 surveys were distributed at a series of nonprofit 
lectures held at Rollins College, and an additional 114 surveys were mailed to member agencies 
of Central Florida United Way and United Way of Brevard. 
The response rates for each method are outlined below in Table 3. Inclusion in the main 
study required a completed Board Self Assessment Questionnaire (BSAQ), organizational 





Response Rate Information by Target Group 
  Total 
distributed 
 Initial response  Main study
    Number Percent  Number Percent 
State of Florida data  1,092   54 5.0 24  2.2
United Way mail (1)  132   31 23.5 24  18.1
Lecture series   150   45 23.7 35  23.3
United Way mail (2)  114   29 25.4 29  25.4
Total response  1,488   159 10.7 112  7.5
 
As expected, the lecture series and the United Way mailings received the highest 
response rate, while the data made available by the State of Florida–provided data-set yielded the 
lowest response rate. Because of the large size and the difficulty maintaining correct information, 
it was anticipated that the state data would have an overall lower level of quality and result in a 
lower response rate. However, the response rate of 5% with 2.2% of those responses usable in 
the study was even lower than expected. Several contributing factors were revealed once the 
responses were received. Many of the nonprofit organizations were extremely small and were 
using the NPO status for narrow purposes (homeowners’ associations, gardening clubs, etc.), the 
organizations did not have enough revenue ($25,000) to mandate filing an IRS 990, or the 
organizations had a religious affiliation and were not required to file a 990 form. The Salvation 
Army, for example, was one of the respondents that could not be included in the study because it 
is not required to file an IRS 990 due to its religious affiliation.  
Power analysis provided insight into the exact number of responses needed in order to 
have meaningful interpretation of the results. Power analysis provides the estimated sample size 
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that is required to reject the null hypothesis (r = 0). Using the information collected from Jackson 
and Holland (1998) to provide benchmark statistics, power analysis requires a sample size of 63 
to provide significant results (assumptions: r = .35, power = .80, and a significance level of .05). 
More conservative calculations (r = .15 and power = .80) require a larger sample of 275 in order 
to meet significance levels. A recent study using the BSAQ and financial performance indicators 
provided a benchmark in that it relied on information from 86 valid responses (Brown, 2005). 
The research used a revised sample size goal of 100 in order to test the specific hypothesis 
outlined in the study. 
Of the 159 returned surveys, 47 were removed from the final sample for various reasons 
(incomplete financial information, incomplete survey information, etc.). The final sample of 112 
organizations included in the main study had a completed BSAQ, organizational information, 
and financial information collected from the IRS 990, and their results were deemed appropriate 
for comparison. Four surveys were removed from the study with valid BSAQ and FVI data. 
These organizations were removed because their average FVI scores were well beyond the mean 
(.23) and considered extreme outliers (FVI=.03, .75, .86, and 1.0). It should also be noted that the 
three organizations in the high region submitted the IRS 990-EZ form (Appendix E), which 
made calculating the FVI imprecise and may have accounted for the high score. With respect to 
the low region FVI score (FVI = .03), the researcher is associated with the organization, 
supporting the removal of this organization from inclusion in the main group. 
The overall response rates are similar to studies using the BSAQ for organizational 
assessment and comparison to financial outcomes. Although the response rate for the state 
database remains below the observed average (20%–30%) in prior studies (Brown, 2005; 
Holland, 1991), tests for non-response bias were conducted to support the inclusion of the 
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specified data in the final study, in order to ensure that the final sample was representative in 
nature and to generalize interpretation of the results. 
To ensure that the study minimized the influence of response bias, several tests were 
applied to measure for this effect. First, a test was implemented to evaluate the differences 
between the FVI scores of the respondent organizations and a random sample of non-respondent 
organizations. Second, a comparison of the BSAQ scores was used to assess any differences 
between the observed scores of the organizations included in the study (main study group) and 
those not included in the final sample (excluded group).  
To test for non-response bias, a sample of 75 organizations included in the initial mailing 
(1,092) that did not respond to the survey was created. Of this random sample of 75, 17 (9%) 
organizations had valid Financial Vulnerability Index scores (FVI). The FVI scores of the sample 
of non-response organizations were then compared to the FVI scores of the organizations 
included in the main sample. The results in Table 4 show that although the FVI scores for the 
non-response group are slightly higher, there appears to be no significant difference between the 
scores (p = .35).  
 
Table 4 
Mean Comparison for Non-Response Bias (FVI) 
 Main study Non-response group t (df=18.5) p 





       




Table 5 shows that the average BSAQ score for the main study group is .64 (SD = .11), 
while the excluded group mean is .62 (SD = .10). Comparing the mean BSAQ scores for the 
organizations included in the main study to the scores of those organizations removed from the 
final sample revealed a slightly higher BSAQ score for the main study group; however, the 
difference was not deemed significant between the groups (p = .24).  
 
Table 5 
Mean Comparison of Main Study Surveys and Excluded Surveys (BSAQ)  
 N Mean (BSAQ) SD T (df=155) Sig. 
Main Study 112 .64 .11 1.18 .24 
Excluded Surveys 45 .62 .10   
 
Summary 
In order to understand the effect that a board of directors has on the relative financial 
performance of a nonprofit organization, the key variables of the study were identified and 
operationalized. These variables are the board’s effectiveness in carrying out its mission, the 
distinct resource streams funding the organization, and the assessment of financial performance 
for the nonprofit organization. 
This research was designed to calculate the effectiveness of the board of directors using 
the Board Self-Assessment Questionnaire (BSAQ). Financial data from IRS Form 990 provided 
information regarding primary funding sources and overall organizational financial vulnerability. 
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The use of these variables enabled the use of a broad array of statistical evaluations for 
significance, while controlling for other external factors. 
The final sample of 112 organizations was consistent with the sample size predicted 
using power analysis and is supported in similar studies using board effectiveness to determine 
the financial position of the nonprofit organization. Additionally, the sample was tested for non-
response bias, and no significant differences were found in the creation of the sample. The final 
sample of 112 organizations was representative in nature, and the results were expected to 









This chapter discusses in detail the results encountered while conducting a study of the 
relationship between board effectiveness, funding source, and financial vulnerability. The first 
section profiles both the respondent information and the organizational characteristics observed 
in the final sample and discusses steps taken to test for the presence of bias introduced from 
respondent type (Executive Director/Board Member) and organization affiliation with the United 
Way. The second section provides a detailed analysis of the key variables in the study, and 
addresses each of the study’s three research questions and subsequent statistical testing of each 
hypothesis. 
Descriptive Statistics and Response Bias 
This section provides a detailed profile of the descriptive statistics observed for the 
respondents and subsequent organizations participating in the study. Board members and 
Executive Directors were asked to complete the survey, and the results were then paired to their 
individual organization’s financial performance indicators.  
Table 6 provides an overview of the respondents included in the final sample. The 
response group was predominantly white (88%), with 56% of the group being female. More than 
half of the respondents were above the age of 50 (61%) and nearly all of the respondents (93%) 
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held a college degree or higher. A third of the group (35%) reported an annual income of 
between $50,000 and $80,000, with 19% reporting incomes of greater than $100,000. 
Table 6 
Descriptive Statistics of Respondents (N = 112) 
 
 
Attribute Number in 
sample 
Percent 
Race   
African American 7  6  
Asian 2  2  
Hispanic 4  4  
White/non-Hispanic 99  88  
Gender  
 
Male  48  43  
Female 63  56  
Missing 1  1  
Age  
 
Under 35 4  4  
35–40 4  4  
41–45 16  14  
46–50 16  14  
51–55 28  25  
56–59 24  21  
60 + 17  15  
Missing 3  3  
Highest level of education  
 
High school 1  1  
Some college 6  6  
Undergraduate degree 44  39  
Masters degree 43  38  
Doctoral degree  18  16  
Annual salary  
 
Under $30,000 8  7  
$30,001–50,000 20  18  
$50,001–$80,000 38  35  
$80,001–$100,000 20  18  
>$100,000 22  19  
Missing 4  3  
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The organizational characteristics observed in the study are reported in Table 7. The 
operating budgets of the organizations participating in the study were diverse, with the greatest 
number of organizations (32%) reporting annual budgets greater than $2 million. Another 23% 
of the organizations reported budgets between $500,000 and $999,999 annually, while 8% of the 
groups held annual budgets of less than $100,000. The nonprofit organizations participating in 
the study also varied in terms of their specific service type: 30% of the respondents were focused 
on Social Service issues, while educational related services accounted for 15% of the group and 
Child/Youth accounted for 13% of the organizations participating in the study. Illustrating the 
wide scope of nonprofit service characteristics, 15% of the organizations participating in the 




Descriptive Statistics of the Organizations (N = 112) 
 Number in sample Percent
Operating budget   
Under $100,000 9  8  
$100,000 – 499,999 20  18  
$500,000 – 999,999 26  23  
$1,000,000 – 2,000,000 21  19  
> $2,000,000 36  32  
   
Nature of service delivered by organization   
Social service 34  30  
Healthcare 14  13  
Emergency service 5  4  
Education 17  15  
Children/Youth 14  13  
Community 8  7  
Other 17  15  
Missing 3  3  
   
Board member composition   
Community leaders 12  11  
Business executives 21  19  
Consumers of the NPO 3  3  
Combination 72  64  
Other 2  2  
Missing 2  2  
 
 
The board composition for the participating organizations was predominantly 
characterized as a combination of Community Leaders, Business Executives, and Consumers; 
accounting for 64% of the boards included in the study. Supporting the resource acquisition and 
leadership role of the board, only 3% of the sample relied on a board of directors composed 
entirely of consumers of the organization. 
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The data illustrate the challenge in collecting information from existing board members, 
as the majority of the surveys were submitted by Executive Directors. Table 8 reveals that 87% 
of the respondents were the Executive Director of their respective organizations, with members 
of the board combining to create the remaining 13% of the respondents.  
 
Table 8 
Respondent Affiliation to the Organization 
Affiliation Number in sample Percent of total 
Executive Director 97  87  
Member of the Executive Committee 4  4  
Board Chair 6  5  
Board Member At-Large 5  4  
Totals 112  100  
 
 
The disproportionate number of Executive Directors in the final sample raises a concern 
about bias in the assessment of board effectiveness. It is possible, for example, that executive 
directors offered a more favorable account of board effectiveness than did members of the board. 
Taking that into consideration, I tested for potential bias with respect to scores on the BSAQ. 
Organizational bias was tested by comparing FVI scores across the sample. By examining mean 
differences in FVI and BSAQ scores between Executive Directors and board members, I was 
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able to determine if responses to those measures varied based on the respondent. Results are 
presented in Table 9.  
 
Table 9 
Mean Comparison of Executive Director Responses to Board Member Responses  
  FVI BSAQ 
 n Mean SD t Mean SD t 
Executive Director 97 .23 .09 .07 .64 .11 .12 
Board Member 15 .23 .08  .64 .09  
 
 
As results of two separate independent samples t tests reveal, responses on the FVI and 
BSAQ did not differ by type of respondent. The mean BSAQ scores reported by Executive 
Directors (M = .64, SD = .11) was equal to the mean BSAQ score reported by board members 
(M = .64, SD = .09), and the mean FVI scores were equal in both groups (M = .23).  
The study relied heavily on the participation of local United Way members in the six 
counties in the Central Florida area. Seventy percent of the final sample reported an affiliation 




Representation of United Way Affiliation in Final Sample 
 Number in sample Percent 
Yes 78 70 
No 33 30 
 
 
As with the Executive Director respondents, it was of concern that bias might be 
introduced by relying on United Way affiliates in the final analysis. I used an independent 
samples t test to compare FVI scores and BSAQ scores from those organizations that reported a 
United Way affiliation with those organizations that did not. Results are presented in Table 11. 
 
Table 11 
Mean Comparison of United Way Affiliates and Non-Affiliates (BSAQ & FVI) 
  FVI BSAQ 
 n Mean SD t  Mean SD t 
United Way Agency 78 .23 .08 -.03  .64 .11 .12 
Non-United Way 33 .23 .12   .64 .09  
 
 
As the results in Table 11 indicate, the mean FVI and BSAQ scores were similar for 
United Way member agencies (M = .23; M = .64) and for non member agencies 




respectively). This finding is of particular importance as four United Way member agencies 
(Heart of Florida, Volusia/Flagler, Central Florida, and Brevard United Way) were used to 
identify organizations for participation in the study. The results support the use of the final 
sample as representative of nonprofit organizations in the Central Florida region regardless of 
their United Way affiliation. 
Table 12 demonstrates the distribution of several organizational variables that are of 
importance in the study. CEO tenure, Age of the Organization, and Board Size were identified as 
important variables in the examination of board effectiveness, funding source, and financial 
vulnerability. In the final sample, Executive Directors had assumed leadership roles at their 
respective organizations for an average of 11 years (SD = 8.59). The age of the organization was 
reported from available information on the date the organization was founded. It should be noted 
that the use of “filing date” (the date at which the organization initially filed for tax-exempt 
status) was used as a proxy for the date the organization was founded when “founding date” was 
unavailable. The mean age of organizations in the study was reported at 27.49 years 




Descriptive Statistics for CEO Tenure, Age of the Organization, and Board Size 
 n Minimum Maximum Mean SD 
CEO tenure 104 0 35 11.06 8.59 
Age of the organization 107 2 103 27.49 17.45 
Board size (number of members) 109 5 75 18.54 11.79 
 
 
National organization affiliation was also identified as a variable of interest for this study. 
Table 13 gives the count of organizations reporting that their organization maintained a national 
affiliation. Of interest is the balance of organizations with (55%) and without (43%) a reported 




Descriptive Statistics for National Affiliation 
National affiliation Number in sample Percent 
Yes 48 55 
No 62 43 




Primary funding source (PFS) was identified as a moderating variable when exploring the 
relationship between board effectiveness and financial vulnerability. The role of the board being 
linked strongly to strategic direction, organizational leadership, and resource management made 
this an attractive moderating variable of the relationship of interest. Primary funding source was 
calculated by averaging resource information collected from the financial information provided 
in the IRS 990. PFS was categorized (Private, Government, and Commercial) according to the 
source providing the highest percent of annual funding to the organization.  
Table 14 provides descriptive statistics for the organizations participating in the study 
based on their primary funding source category. Private contributions provided primary funding 
for 46% of the organizations observed in the final sample. Government funded agencies 
accounted for 26% of the final sample, and commercially funded organizations represented 31% 
of the sample. Although a considerable portion of the sample is represented by privately funded 
groups, the distribution by funding source remains relatively even. 
 
Table 14 
Descriptive Statistics for Primary Funding Source 
Primary funding source Number in sample Percent 
Private contributions and donations 51 46 
Government grants 26 23 




Table 15 provides the mean scores for specific control variables identified in this study. 
Board size, CEO tenure, and age of the organization were considered according to funding 
source. These three control variables were selected, as the mean scores are valid for comparison. 
United Way affiliation and national affiliation were both dichotomous variables and deemed 
inappropriate for this comparison. Service area was coded as a categorical variable and not 
appropriate for inclusion in this table. One-way analysis of variance (ANOVA) was used to 
provide additional understanding of the nature of the sample. Testing for mean differences in 
specific control variables, I segmented the sample into three groups based on primary funding 
source (Private, Governmental, and Commercial). The table provides demographic data on each 
of the control variables. The ANOVA results demonstrate significant and near significant 






Control Variable Demographics and Mean Comparison 
 Source of funding   
 Private Government Commercial   
 n Mean SD n Mean SD n Mean SD F Sig. 
Board size 49 20.4 13.5 25 15.2 5.6 35 18.3 12.1 1.7 .20 
CEO tenure (years) 45 8.8 7.1 25 13.0 9.0 34 12.7 9.6 3.0 .06 
Age of organization (years) 49 23.0 15.5 24 33.0 18.7 34 30.0 .04*3.3 18.1 






Hypothesis Testing and Results 
Hypothesis 1 states that board effectiveness would have an inverse relationship with 
financial vulnerability, with the BSAQ as a measure of effectiveness and the FVI as a measure 
for financial vulnerability. Hypothesis 2 explores the impact that specific board characteristics 
associated with strategic planning and stakeholder management have in explaining more of the 
variation in financial vulnerability than the other dimensions of the BSAQ. Hypothesis 3 asserts 
that funding source, specifically private funding, acts as a moderating variable of the relationship 
between board effectiveness and financial vulnerability. 
Table 16 presents means, standard deviations, and correlations among the control 
variables, the BSAQ, and FVI. Although not of primary interest, relationships between the 
control variables and financial vulnerability are worth noting. Age of the organization, for 
example, was significantly related to scores on the BSAQ (r = -.23, p < .05) and marginally 
related to scores on the FVI (r = -.15, ns). These results suggest that older organizations tend to 
have more effective boards but do not necessary maintain a more stable balance sheet. Board 
size, on the other hand, was significantly related to board effectiveness (r = .28, p < .01) and FVI 
(r = -.25, p < .01), suggesting that additional members increase the likelihood of an engaged and 




Correlations Among Control Variables, BSAQ, and FVI  
 Mean SD 1 2 3 4 5 6 
1. Age (years) 27.49 17.45 -      
2. CEO tenure (years) 11.07 8.60 .29** -     
3. Board size 18.54 11.79 .32** .10 -    
4. National affiliation .44 .50 .13 .02 .24** -   
5. United Way affiliation .70 .46 .20* -.15 .16* .06 -  
6. BSAQa .64 .11 .23** .17* .28** -.01 .00 - 
7. FVIb .23 .09 -.15 -.04 -.25** -.08 -.00 -.26** 
 
n = 112.  
a Board Self Assessment Questionnaire (BSAQ). b Financial Vulnerability Index (FVI). 
*p < .05. ** p < .01. 
 
73 
The age of the organization was significantly associated with CEO tenure (r = .29, 
p < .01), board size (r = .32, p < .01), and United Way affiliation (r = .20, p < .05). The size of 
the board governing the organizations included in the final study was significantly associated 
with the age of the organization (r = .32, p < .01), United Way affiliation (r = .16, p < .05), and 
national affiliation (r = .24, p < .01). CEO tenure, national affiliation, and United Way affiliation 
showed no significant relationship with the BSAQ or FVI and were excluded from subsequent 
analyses. 
Service Area of the nonprofit organization was coded as a categorical variable and could 
not be included in the correlation table. As described in Chapter Three, each organization was 
categorized into one of four primary service areas (Social Service, Healthcare, Education, and 
Other). I used One-Way ANOVA to determine if mean BSAQ and FVI scores were statistically 
different across these four independent groups. As results in Table 17 indicate, group mean 
scores for both BSAQ and FVI were similar across service area; there were no statistical 
differences observed for BSAQ (F = .29, ns) or FVI (F = 1.4, ns). With these observations, it is 
clear that organizations in each service area report similar levels of board effectiveness and 
financial vulnerability. That is, the nature of a nonprofit organization, in terms of service, does 
not have a meaningful influence on its reported scores on either the BSAQ or FVI. Thus, I 




Evaluation of BSAQ and FVI Across Service Area (ANOVA) 
Service Area n BSAQ FVI 
Social Service 42 .63 .22 
Healthcare 19 .63 .22 
Education 31 .65 .23 
Other 17 .65 .27 
F statistic  .29 1.40 
p value  .83 .25 
 
Hypothesis 1 
Hypothesis 1 asserted that the financial position of a nonprofit organization is shaped in 
part by the effectiveness of its board of directors. As expected, the overall BSAQ score was 
negatively associated with FVI (r = -.26, p < .01), providing initial support for Hypothesis 1. 
When board effectiveness increases, financial vulnerability decreases. Consistent with both 
organizational level studies and general social science research (Brown, 2005; Gill et al., 2005; 
Rojas, 2000), the correlations remain low to moderate in nature. 
Although the correlation between BSAQ and FVI is relatively low, given the negative 
association and the strong statistical significance, a hierarchical regression analysis was 
conducted to determine if board effectiveness would predict variance in FVI beyond two stable 
characteristics of the organization. As described previously, age of the organization and board 
size were both meaningfully related to financial vulnerability and are control variables of 
particular importance in explaining the legitimacy of a nonprofit organization. Age, for example, 
represents an organization’s ability to survive in a competitive, resource-dependent environment, 
 75
while board size indicates the population’s support for the mission of the organization and may 
represent legitimacy and stability in terms of access to financial resources provided by a diverse 
group of board members. As such, age of the organization and board size were treated as stable 
characteristics of the organization in the subsequent regression analyses. CEO tenure, national 
affiliation, United Way affiliation and service area demonstrated weak or insignificant bivariate 
correlations between FVI and BSAQ and were not included in the regression analysis. 
To determine whether board effectiveness is a statistically significant predictor of 
financial vulnerability beyond stable characteristics of the organization, board size and age of the 
organization were entered into Step 1 of a hierarchical regression model and BSAQ into Step 2. 
If the change in R2 is significant in Step 2 of the hierarchical regression model, then it can be 
asserted that board effectiveness adds to the explanation of the variance in FVI. Results are 
presented in Table 18.  
 
Table 18 
Incremental Variance of BSAQ in Predicting Financial Vulnerability 
 Financial Vulnerability 
 Beta R2 ΔR2
Step 1:    
Age of the organization -.07 .08* .08*
Board size -.25*   
  
Step 2:    
BSAQ -.22* .12* .04*
* p < .05. 
 
 76
As results in Table 18 illustrate, each of the Beta coefficients is negative, indicating that 
all of the variables of interest in this particular regression model are inversely associated with 
FVI. The Beta score for age of the organization (Beta = -.07, ns) is non-significant while the Beta 
score for Board size (Beta = -.25, p < .05) is statistically significant, suggesting that 
organizations with large boards are less vulnerable to economic shock. Taken together, these 
variables explain 8% of the variance in FVI (R2 = .08, p < .05). As hypothesized, board 
effectiveness (BSAQ) is a statistically significant predictor of FVI (Beta = -.22, p < .05) 
controlling for age of the organization and board size, and the addition of BSAQ in Step 2 of the 
regression model adds 4% (ΔR2 = .04, p < .05) to the explained variance in FVI.  
Hypothesis 2 
With support of the notion that board effectiveness predicts financial vulnerability, the 
next step was to determine whether specific sub-dimensions of the BSAQ have a unique effect 
on FVI (Hypothesis 2). In particular, whether board behaviors associated with long-term 
planning (strategic) or stakeholder management (political) would be stronger predictors of 
financial position than the other four dimensions of the BSAQ (Contextual, Educational, 
Interpersonal, and Analytical). 
Table 19 provides a comparison of published BSAQ sub-dimensions and overall scores to 
those observed in the main study. Complete statistical information was unavailable on the 
published scores, so the inclusion of this comparison is for face validity and cannot be 
interpreted for statistical significance. Of note: all of the scores included in the main study appear 
to be extremely close or identical to those published by Holland in the instructional handout 
accompanying the BSAQ (Appendix C). 
 77
Table 19 
Comparison of BSAQ Scores from Published Study and Main Study Group 
  Dimensions  
 n 1 2 3 4 5 6 BSAQ 
Overall norm 200 .69 .54 .64 .62 .65 .66 .63 
Average (current study) 112 .69 .58 .65 .65 .65 .64 .64 
 
1 = Contextual. 2 = Educational. 3 = Interpersonal. 4 = Analytical. 5 = Political. 6 = Strategic. 
 
The Board Self-Assessment Questionnaire (BSAQ) is a measure of overall board 
effectiveness, comprising six distinct sub-dimensions (a detailed explanation of each is provided 
in Chapter Two). To estimate correspondence among the dimensions, mean scores were 
evaluated and the correlations were calculated among the six sub-dimensions. Results are 
presented in Table 20. Prior research has revealed that each of the subscales is valid and reliable 
in the assessment of overall board effectiveness (Brown, 2005; Jackson & Holland, 1998), and in 
the current study, each of the six sub-dimensions achieves a reliability score above α = .60 (four 
of the scales are at or above α = .70). The relatively small number of items used to evaluate each 
dimension may compromise its reliability, as illustrated in the Political sub-dimension (α = .63), 
comprising only eight items. The overall BSAQ score was used as a primary measure of board 
effectiveness, and it revealed an extremely strong measure of reliability (α =.95).  
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Table 20 
Correlations (Pearson’s R) Among the Sub-dimensions of the BSAQ 
  Dimensions 
 α 1 2 3 4 5 6 7 
1. Contextual  .81 -       
2. Educational  .70 .70** -      
3. Interpersonal .67 .80** .71** -     
4. Analytical  .70 .77** .65** .74** -    
5. Political .63 .70** .56** .67** .61** -   
6. Strategic .87 .83** .73** .72** .77** .62** -  
7. BSAQa .95 .93** .84** .88** .87** .79** .91** - 
8. FVIb  -.25** -.27** -.18* -.12 -.26** -.23** -.26** 
 
n = 112.  
a Board Self Assessment Questionnaire. b Three-year financial vulnerability index.  




Each of the six sub-dimensions of the BSAQ yields an inverse relationship with the FVI. 
The Contextual (r = -.25, p < .05), Educational (r = -.27, p < .05), Interpersonal (r = -.18, 
p < .05), Strategic (r = -.23, p < .05), and Political (r = -.26, p < .05) aspects were each 
significantly associated with FVI, while the Analytical sub-dimension yielded a non-significant 
influence on financial performance (r = -.12, ns).  
Of particular interest is the inter-correlation between the sub-dimensions of the BSAQ. 
The average correlation between the sub-dimensions is high (r = .71), suggesting that 
respondents may not fully distinguish differences among the otherwise distinct aspects of board 
effectiveness. As such, the strong correlations provide support for using the overall BSAQ as the 
independent variable in the study and may provide insight into any perceived weaknesses 
observed in individual sub-dimensions in predicting for FVI over the others.  
Hypothesis 2 suggests that two of the sub-dimensions of the BSAQ (strategic and 
political) would be more strongly associated with the FVI score than each of the other four sub-
dimensions. However, correlation results do not support this suggestion. It was anticipated that 
items 5 and 6 on Table 20 would show statistically significant associations with FVI, while the 
other sub-dimensions would not. Although the strategic and political sub-dimensions 
demonstrate moderate correlations with FVI, these correlations do not appear to be different 
from those of the other dimensions. Thus, using correlation analysis, Hypothesis 2 could not be 
supported. 
Multiple regression analysis was used to estimate the effect of the individual sub-
dimensions of the BSAQ on the FVI.  The results are presented in Table 21. Each of the six sub-
dimensions was entered into a regression equation with the FVI as the dependent variable. As a 




Assessment of Sub-Dimensions in Predicting Financial Vulnerability  
 Financial Vulnerability 
Dimension Beta R2 ΔR2
Contextual                -.20 .12* .12* 
Educational               -.24‡   
Interpersonal             .13   
Analytical                 .24   
Political                     -.19   
Strategic                    -.05   
 
n = 112.  
* p < .05. ‡ p < .10. 
 
As the results in Table 21 indicate, four of the six sub-dimensions (contextual, 
educational, political, and strategic) are negatively associated with FVI, while two of the sub-
dimensions (interpersonal and analytical) yield positive Beta coefficients with FVI. However, 
none of the individual sub-dimensions emerges as statistically significant beyond the others; only 
the educational sub-dimension approaches statistical significance (Beta = -.24, p < .10).  When 
controlling for the other five dimensions, both the strategic (Beta = -.05, ns) and political 
(Beta = -.19, ns) sub-dimensions of the BSAQ yield Beta coefficients that are close to zero. 
Thus, neither the strategic nor the political sub-dimension explains additional variance in the FVI 
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when holding the other sub-dimensions constant—a result that may be strongly shaped by the 
high correspondence among the sub-dimensions (average intercorrelation, r = .71).  
Multiple regression models assume that the independent variables are not highly related, 
and they are highly sensitive to correlations among the independent variables. The existence of 
multicollinearity among the independent variables weakens the stability of regression estimates 
and compromises our ability to interpret relationships between the independent and dependent 
variables. In this particular case, because the sub-dimensions of the BSAQ are not independent 
of each other, it was necessary to test for the existence of multicollinearity.   
A statistic used to identify multicollinearity is the variance inflation factor (VIF).  A low 
VIF score (< 10.0) indicates that an independent variable has little of its variability explained by 
the other independent variables (Belsley, Kuh, & Welsch, 1980) and allows for traditional 
interpretation of the standardized regression coefficients (Beta). Additionally, SPSS provides a 
tolerance level for each independent variable as a measure of multicollinearity, which should be 
close to 1. Tolerance scores less than .10 indicate that multicollinearity may be a problem in the 
regression model (Norusis, 2000). 
To support the use of multiple regression in the test of Hypothesis 2, the presence of 
multicollinearity among the independent variables was tested. Table 22 provides both the VIF 
scores and the calculated tolerance levels for each of the six sub-dimensions. The VIF scores 
range in value from 2.1 to 5.0, while the tolerance levels range from .20 to .47. None of these 
statistics are in the ranges that might suggest the existence of multicollinearity among the 
independent variables. Although the collinearity diagnostics do not point to a clear problem, 
other evidence suggests that the effects of each sub-dimension of the BSAQ on financial 
vulnerability (FVI) cannot be separated for individual analysis.  As such, our observed regression 
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results (Table 21), in which FVI was regressed on the six sub-dimensions of the BSAQ, do not 
provide support for Hypothesis 2.   
 
Table 22 
Test for Multicollinearity Among Sub-Dimensions of the BSAQ 
Dimension VIF Tolerance 
Contextual 5.0 .20 
Educational 2.5 .40 
Interpersonal 3.5 .29 
Analytical 3.1 .33 
Political 2.1 .47 
Strategic 4.1 .24 
 
Hypothesis 3 
Hypothesis 3 asserts that the major funding source of a nonprofit organization influences 
the relationship between board effectiveness and financial vulnerability. Specifically, it tests the 
extent to which board effectiveness predicts financial vulnerability in privately funded 
organizations, compared with those organizations funded from governmental and commercial 
sources. 
In order to test Hypothesis 3, the final sample was segmented into three groups (private, 
government, and commercial) based on the organizations’ primary funding source (details of the 
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formation of these groups is provided in Chapter Three). Once the groups were segmented into 
the three distinct categories, statistical testing could be applied to determine if funding source 
moderated the relationship between board effectiveness and financial vulnerability. 
Results of an initial comparison of the organizations based on primary funding source are 
presented in Table 23. This table provides comparisons of the mean scores for BSAQ and the 
FVI, as well as the correlation between BSAQ and FVI in each of the funding source sub-groups. 
The table also provides ANOVA results that attempt to determine whether observed differences 
between the three groups are statistically significant.  
 
Table 23 
Comparison of Agencies Based on Primary Funding Source 
 Private 
(n = 51) 
Government 
(n = 26) 
 Commercial 
(n = 35)   
 Mean SD Mean SD  Mean SD F p 
BSAQ  .63 .09 .65 .12 .66 .11 1.37 .26 
Financial 
vulnerability .23 .11 .23 .05 .24 .08 .12 .88 
r BSAQ-FVI -.41***  -.03  -.19    
*** p < .001. 
 
Each of the three groups (private, government, commercial) offer similar scores on both 
the BSAQ and the FVI. The reported levels of board effectiveness do not appear to vary based on 
funding source, and results of ANOVA (F = 1.37, ns) are non-significant. Further, the three 
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groups are subject to similar levels of vulnerability, and ANOVA results (F = .12, ns) suggest 
that observed differences are non-significant.  
However, whereas funding source does not appear to influence reported scores on the 
BSAQ or the FVI, results in Table 23 do suggest that the impact of board effectiveness on FVI 
varies with primary funding source. That is, the correlation between BSAQ and FVI appears to 
fluctuate with funding source. Correlations between BSAQ and FVI are in the expected 
(negative) direction in all three groups; however, the magnitude of the association appears to 
vary. For privately funded organizations, the correlation between BSAQ and FVI is moderate in 
size and statistically significant (r = -.41, p < .01). In organizations that derive a majority of their 
funding from government (r = -.03, ns) and commercial (r = -.19, ns) sources, the relationship 
between BSAQ and FVI is close to zero. As such, the relationship between the study’s primary 
variables (BSAQ and FVI) appears to be influenced by the primary funding source of the 
organization—an observation that is consistent with aspects of resource dependence theory.  
To determine whether these observed differences are statistically significant, a one-tailed 
comparison of independent correlations using the technique proposed by Quiñones et al. (1995) 
was conducted. A Z score greater than +1.64 or less than –1.64 would indicate that observed 




Z-Score Comparison of Correlations Between Funding Source Groups   
 Funding source pairs 
 Private Govt.  Private Comm.  Govt. Comm. 
Pearson’s R -0.41 -0.03 -0.41 -0.19 -0.03 -0.19 
SE Mρ1/ Mρ2 0.150 0.091 0.150 0.131 0.091 0.131 
P .05 .10 ns 
Z -3.35* -1.43 1.15 
One-tailed significance *z > 1.64 or z < -1.64. 
 
The magnitude of the correlation between BSAQ and FVI in privately funded 
organizations (r = -.41, p < .01) is larger than the correlation in government funded organizations 
(r = -.03, ns), and the difference between the two is statistically significant (Z = 3.35, p < .05). 
This result suggests that the BSAQ is more strongly associated with FVI in privately funded 
organizations than in government funded organization, providing support for Hypothesis 3 and 
support for the use of funding source as a moderating variable. Further, the magnitude of the 
correlation between BSAQ and FVI in privately funded organizations (r = -.41, p < .01) is larger 
than the correlation in commercially funded organizations (r = -.19, ns), but the difference, while 
notable, is not statistically significant (Z = -1.43, p < .10). The correlation between BSAQ and 
FVI is non-significant in both government and commercially funded organizations, and the 
difference between the two is non-significant (Z = 1.15, ns).  
Of note, the correlation between BSAQ and FVI was significant only in the privately 
funded groups; thus, Hypothesis 1 (BSAQ—FVI) could be re-examined in privately funded 
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organizations. A two-step hierarchical regression analysis was applied to the privately funded 
group using the initial parameters discussed in Hypothesis 1. This test was used to identify the 
impact that BSAQ would have in predicting variance in FVI beyond age of the organization and 
board size. Board size and age of the organization were again entered in Step 1 and BSAQ was 
entered in Step 2 of the regression analysis. Results are presented in Table 25.  
 
Table 25 
Incremental Variance of BSAQ in Predicting Financial Vulnerability in Privately Funded Groups 
 Financial Vulnerability 
 Beta R2 ΔR2
Step 1:    
Age of the organization -.08 .10‡ .10‡
Board size -.29‡   
Step 2:    
BSAQ -.40* .23* .13*
 
n=51.  
* p < .05. ‡ p < .10. 
 
Once again, age of the organization and board size each display a negative relationship 
with FVI (Betas = -.08 and -.29, respectively). Of interest, whereas board size is significant for 
the entire sample, it is no longer statistically significant when the regression analysis is applied to 
the private sub-group. As a group, the two variables do not explain a statistically significant 
portion of the variance in FVI (R2 = .10).  It is important to point out that the limited sample size 
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may also weaken the statistical power of this model; however, these results suggest that in the 
smaller sample the influence of the control variables (age and board size) on financial 
vulnerability is lessened for privately funded organizations.   
BSAQ was entered in Step 2 of the regression analysis to determine if BSAQ explains 
variance in FVI beyond age of the organization and board size. If the change in R2 observed in 
Step 2 of the regression is statistically significant, it can be determined that board effectiveness 
adds to the explanation of the variance in FVI. As results in Table 25 indicate, the Beta 
coefficient for BSAQ in Step 2 is in the expected (negative) direction (Beta = -.40, p < .05) and 
is statistically significant when controlling for age of the organization and board size. The 
magnitude of the Beta coefficient appears to be larger than that of the variables entered in Step 1. 
Further, BSAQ, age, and board size together explain 23% of the variance in FVI (R2 = .23, p < 
.05), and the addition of BSAQ in Step 2 results in a statistically significant increase in variance 
explained (ΔR2 = .13, p < .05).  
The results described above merit additional explanation. In the full sample, the addition 
of BSAQ in Step 2 of the regression model provides a statistically significant increase in the 
variance explained (ΔR2 = .04, p < .05), but this change is not substantial. The additional 
variance explained by BSAQ is relatively small (4%) and the control variables as a group are 
statistically significant (R2 = .08, p < .05). However, when observing a similar analysis in a 
privately funded sub-group of the entire dataset (n = 51), the contribution of BSAQ, when 
controlling for age and board size, was both statistically (ΔR2 = .13, p < .05) and substantively 
significant. Whereas age and board size are valuable predictors of FVI for the entire set, these 
variables do not explain a statistically significant amount of the variance in FVI in a privately 
funded sub-group of the entire dataset (R2 = .10, ns). However, when BSAQ is added to the 
 
 88
regression model in Step 2, a statistically significant portion of the variance in FVI is explained 
(R2 = .23, p < .05). That is, board effectiveness appears to be particularly valuable in explaining 
an organization’s vulnerability when the organization derives a majority of its funding from 
private sources, an observation that is consistent with resource dependence theory. 
Although there is no significant difference between the mean BSAQ and FVI scores 
among the funding groups, the privately funded group displays a significant correlation between 
BSAQ and FVI, while the government and commercial groups display no statistically significant 
relationship. In addition, when comparing the correlations, a statistically significant difference 
between the private and government correlations is identified, a near significant difference 
between the private and commercial correlations, and no significant difference between the 
correlations observed in the government and commercial groups. Finally, two-step hierarchical 
regression analysis conveys that the BSAQ predicts for FVI beyond the control variables 
outlined in the study. This broad-based testing supports the assertion that the relationship 
between board effectiveness and financial vulnerability is moderated by funding source, 











The focus of this study was to establish an understanding of the impact of board 
effectiveness on the financial position of the nonprofit organization, in the context of funding 
source. The relationship between board effectiveness and financial vulnerability was examined. 
Specific behaviors associated with strategic planning and stakeholder management were assessed 
to understand their impact on the organization. Funding source was identified and tested as a 
moderating variable of the relationship between board effectiveness and financial vulnerability. 
The results after thorough testing were as follows: Hypothesis 1 was fully supported, as 
nonprofit board effectiveness showed an association with the financial vulnerability of the 
organization that was identified as statistically significant. Hypothesis 2 was not supported, in 
that there was no statistical evidence that the sub-dimensions of the BSAQ associated with 
strategic and political behaviors predicted financial vulnerability beyond the other sub-
dimensions or the BSAQ as a composite measure. Hypothesis 3 was fully supported, 
demonstrating a significant relationship between board effectiveness and financial vulnerability 
moderated by funding source. Specifically organizations with primary funding from private 
sources showed a significant association between board effectiveness and financial vulnerability. 




Board effectiveness showed a negative association with financial vulnerability as 
measured by the Financial Vulnerability Index (FVI) that was identified as statistically 
significant. As observed board effectiveness increased, the measured financial vulnerability of 
the nonprofit organizations decreased. The nature of this correlation provides support for the 
notion that a nonprofit’s governing board of directors has a positive impact on the organization’s 
long-term financial health. These findings were consistent with previous literature linking board 
behavior and structure to organization performance (Callen et al., 2003; Crittenden, 2000; 
Heimovics et al., 1993; Provan, 1980). The reported effectiveness of the governing board was 
shown to play an important role in determining the financial position of the nonprofit 
organization.  
The distinct sub-dimensions of the BSAQ did not appear to provide significant 
differences in predicting FVI. Although intuitively it would seem that board behaviors associated 
with strategic planning and stakeholder management would be stronger predictors of the 
financial vulnerability of the organization beyond the other characteristic noted in the study, the 
results were unable to support this notion. Whereas previous literature (Bradshaw et al., 1992; 
Crittenden & Crittenden, 2000) found a strong conceptual link between strategic planning and 
stakeholder management behaviors and the effectiveness of the nonprofit organization, this 
concept was not supported in the present study. 
Funding source was identified and supported as a moderator of the relationship between 
board effectiveness and financial vulnerability. Organizations receiving a majority of their 
funding from private sources showed a moderate correlation between board effectiveness and 
financial vulnerability that was identified as statistically significant. These results support the 
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resource dependence theory, in that the organizations develop a board structure that supports the 
financial needs of the nonprofit organization. These results are consistent with the assertions that 
Froelich (1999) made with respect to resource dependence theory, stating that organizations 
moderate the effects of a resource dependent relationship by adapting in one of three ways 
(compliance, balancing strategies, and aggressive diversification strategies). Privately funded 
organizations often employ the diversification approach, for example, relying heavily on 
contributions from multiple donors; these contributions are often facilitated by an active and 
engaged board of directors.  
The impact of the board was deemed less important in organizations receiving primary 
funding from government and commercial sources. The implication of this finding is that 
government and commercially funded nonprofit organizations rely less heavily on their boards of 
directors to facilitate their resource management activities, a result that is consistent with 
previous examinations of funding source (Brooks, 1999; Froelich, 1999; Hodge & Piccolo, 2005; 
Stone et al., 2001).  
Impact and Strengths of the Study 
The major contribution of this research is the observed association between a measure of 
board effectiveness and a measure of nonprofit financial performance. Previous studies have 
examined the notion of board effectiveness (Callen et al., 2003; Crittenden, 2000; Herman & 
Renz, 2000) and the literature has established the BSAQ as a sound tool for assessing board 
performance as it pertains to specific characteristics of effectiveness (Brown, 2005; Jackson & 
Holland, 1998). In addition, establishing a means for assessing financial performance continues 
to excite great discussion in the literature (Callen et al., 2003; Hagar, 2001; Trussel et al., 2002). 
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The inclusion of the FVI in this study is of importance because of the aggregate characteristics of 
the measure.  
The influence of board performance on financial outcomes is of great interest to both the 
research community and the nonprofit community, as current research has attempted to identify 
an association with limited degrees of success. The diverse service focus of modern nonprofit 
organizations allows the scope of this research topic to impact a broad array of research areas, 
including but not limited to social work, healthcare, criminal justice, and public administration.  
Understanding the impact that the board of directors plays in an organizations financial stability 
directly influences all of these nonprofit service providers and should be considered by both the 
practitioner and the research community. 
Linking board performance to financial performance is the conceptual focus of this 
research. This relationship was tested by examining the observed the relationship between the 
BSAQ and the FVI in the context of nonprofit funding source. The primary findings of this 
research, although modest in nature, provided a statistically significant association between 
BSAQ and FVI (BSAQ accounting for 12% of the variance in FVI), and in the context of 
funding source (private) the study was able to demonstrate that BSAQ accounts for 23% of the 
variability in FVI. These results provide a contribution to the existing knowledge base with 
regard to board performance and financial health.  
The Board Self-Assessment Questionnaire (BSAQ) was identified as an effective tool in 
measuring board effectiveness. Consistent with previous studies, the questionnaire provides the 
research community and the practitioner with means for assessing board effectiveness across a 
broad spectrum of board behaviors. The IRS 990 information provided a great deal of 
information regarding the financial position of the nonprofit organizations in this study. The 
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information was presented in a standardized format that could be used for comparison, and the 
results could be applied broadly across the nonprofit community.  
Building upon the understanding of the Financial Vulnerability Index, the use of the FVI 
was an effective measure in understanding the financial position of the nonprofit organization. 
The FVI is a composite measure of financial position beyond simple ratios used in previous 
studies, providing a more in-depth financial picture of the organization. 
This study provides insight into the role that board self-assessment can play in evaluating 
both the board and the organization as a whole. Self-assessment measures used in this study 
provide the organization with a cost-effective means of assessing board (BSAQ) and 
organizational (FVI) performance. The role of funding source is of importance, as it is clear that 
privately funded organizations must make board development a priority. In addition, 
organizations can assess the individual components of the FVI to determine specific financial 
conditions that may place the organization at risk (examining annual revenue-to-expense ratios 
for example). 
Limitations of the Study 
This study focused on effectiveness and efficiency indicators for Central Florida 
nonprofit organizations. Some inherent limitations are associated with the board effectiveness 
measures and the organizational financial vulnerability calculations. It is important to note that 
this study did not seek to assess the accuracy of the BSAQ in measuring effectiveness or the FVI 
is determining financial vulnerability, rather the observed association between the two measures.  
The study relied on a survey to provide board effectiveness measures. Surveys by nature 
are subject to threats to internal validity: instrumentation error, testing error, selection bias, and 
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others. The literature has identified response bias as a possible area of consideration, allowing 
that self-evaluation remains a sound means for collecting data on board activity (Heracleaous & 
Luh, 2002; Scissons, 2002).  
The financial vulnerability data are provided by a secondary source (IRS 990 tax 
submissions) and may be limited with regard to standardized interpretation of the results across 
the sample frame. The federal government does not mandate that all nonprofit organizations 
provide financial information. For example, religious organizations are not mandated to file with 
the IRS and neither are organizations with annual revenues of less than $25,000. Although very 
few organizations were likely excluded for this last item, some undoubtedly were; thus their data 
were lost to this study.  
Another limitation of this study is the precarious nature of predicting causal flow with 
some of the variables. It is important to note that information for the dependent variable (FVI) 
was collected for a period prior to the period reported for the independent variable (BSAQ). The 
influence of causal ordering should be limited as the financial information collected represents a 
three-year picture of the organization and the average CEO tenure for the organizations included 
in this study was 11 years.  
Ultimately the model may not fully explain if effective boards create stable organizations 
or if stable organizations provide the board with the ability to focus on developing effective 
behavior sets. This limitation may weaken statistical interpretation and dilute the overall results 
when these relationships are included in the regression analysis. However, recognition that the 
organizational leadership (consisting of the CEO and the board of directors of the organization) 
of the nonprofit dictates the strategic focus of the organization provides a conceptual 
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understanding that the influences of the board impact the financial position of the organization 
and not the contrary. 
Although the research supported the use of the final sample in interpreting the results in 
broad context, the smaller sample size may limit the overall interpretation of results in a larger 
context. The low response rate associated with the sample provided from the State of Florida can 
be partially attributed to the poor quality of the information making up the sample. The study 
was also limited in the overall diversity of respondents and participating organizations. Although 
the sample was tested for bias, it should be noted that gaining board member responses was 
difficult and the study relied heavily on participation from United Way–affiliated organizations. 
Additionally, the focus of the study was on nonprofit organizations in the Central Florida area, 
with the regional nature of these results limiting the applicability to a statewide or national 
context. 
Implications 
Implications for professional practice or decision making from this study imply that the 
role of the board clearly is important and has a direct impact on the financial vulnerability of the 
organization. Private organizations are more sensitive to the influences exerted by their boards 
and are thus in greater need of an effective board for resource management and long-term 
strategic guidance. Self assessment is attractive to nonprofit organizations, because self-
assessment instruments are relatively easy to administer and provide a low-cost alternative (as 
opposed to conferences or consultants) in terms of board development. The BSAQ sub-
dimensions may provide the organization with insight into specific areas for improvement. The 
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FVI and its components offer the nonprofit organization a resource for assessing and ultimately 
avoiding financial vulnerability (revenue diversification, financial reserves, spending ratios, etc.). 
This research provides the academic community with several implications of interest. The 
findings in this research support the use of the BSAQ as an assessment tool that may assist in 
strategic decision making. Similarly the relationship between BSAQ and FVI shows promise in 
providing an understanding of how the board may influence the financial vulnerability of the 
organization. This study is one of the first to explore the relationship between the BSAQ as a 
measure of board effectiveness and the FVI as a measure of financial condition. This approach 
has provided insight into the role and importance of the board of directors in determining 
organizational success.  
Previous research has explored the role of funding source in nonprofit organizations; this 
study supported the notion that the relationship between board behaviors and financial condition 
is greatly influenced by the primary funding source of the organization. The implications in 
terms of resource dependence theory suggest that organizations use their boards as a response to 
resource dependency; private organizations are more reliant on the activity of boards than 
government or commercially funded organizations. The alignment of board structure in terms of 
funding source is consistent with the tenets of resource dependence theory and provides the 
research community with further support for the use of this theoretical framework in 
understanding the role and impact of the nonprofit board of directors. 
Future research studies should consider assessing the FVI scoring thresholds outlined in 
the literature. As the FVI scores observed in this study were higher than the published thresholds 
in previous literature (Greenlee & Trussel, 2000), future research could focus on determining 
whether the higher scores are associated with the sample (i.e., whether the organizations sampled 
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are indeed at a greater risk of financial vulnerability). Perhaps revisiting the participants in this 
study at one- or two-year intervals would provide the research community with a better 
understanding of the predictive qualities of the FVI.  
The FVI scores for the organizations included in this study could be included in a 
longitudinal study in order to identify if those organizations with higher FVI scores (< .20) are 
more likely to experience failure in the form of dissolution than those organizations with lower 
scores. Additionally a pre-test/post-test research design could explore if specific steps can be 
taken at the board level to influence the organizations’ observed level of financial vulnerability. 
It is clear from the results of the study that the BSAQ needs to be tested more thoroughly 
to understand the assessment qualities of the specific sub-dimensions. One of the characteristics 
of the BSAQ that makes it an attractive assessment tool is the six distinct sub-dimensions that 
make up the scale. These sub-dimensions showed a high level of correlation to one another, 
indicating that perhaps the respondents were not able to clearly differentiate between the 
behaviors being assessed. Current studies involving the distinct sub-dimensions of the BSAQ are 
limited and tend to focus on the composite scoring of the measure (Brown, 2005; Holland, 1998). 
Future studies might attempt to test the sub-dimensions more thoroughly to assist the research 
community in understanding the scope in which the sub-dimension may be used in 
understanding the specific characteristics associated with board effectiveness. A detailed test of 
the board behavior being measured by each sub-dimension would add credibility in using the 
sub-dimensions to evaluate specific elements of board effectiveness (strategic, education, etc.) 
In order to expand upon this research study, future studies should attempt to replicate this 
study in a broader context, seeking a larger sample size across a more diverse population. This 
population should include a greater focus on board member responses (as opposed to Executive 
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Directors), incorporate data from non–United Way affiliated organizations, and perhaps seek to 
solicit responses across service areas in greater numbers. In addition these future studies might 
expand the time frame from which FVI scores are calculated. These modifications to the research 
design will increase the extent to which the results can be applied.   
As the pressure for the nonprofit community to provide services not met by the private 
and public sectors increases, it is important for nonprofit organizations to focus on increased 
levels of efficiency and effectiveness. The results of this study provide both the research 
community and the practitioner with a better understanding of the role and importance of the 
board of directors in determining the long-term viability of the nonprofit organization. 
Understanding the relationship between board effectiveness and financial vulnerability in the 
context of funding source allows for strategic decision making in terms of board development, 














































 HANDOUT PROVIDED WITH THE BSAQ 
Source: Dr. Thomas P. Holland (address below) 
 
The Board Self-Assessment Questionnaire (BSAQ) is composed of 65 items, which constitute 
six scales, one for each of the distinguishing competencies of high performing boards. The items 
are randomly ordered and should be grouped for scoring as follows:  
 
Competency # 1: Understands context: 6, 12,13, 30, 37, 39, 42, 45, 50, 56, 59, 63.  
 
Competency # 2: Builds learning: 2, 10, 17, 18, 21, 24, 26, 29, 34, 38, 46, 51.  
 
Competency # 3: Nurtures group: 3, 15, 20, 27, 31, 32, 43, 52, 57, 60, 64.  
 
Competency # 4: Recognizes complexity: 1, 4, 5, 11, 22, 23, 28, 47, 53, 61.  
 
Competency # 5: Respects process: 9, 14, 19, 25, 33, 41, 48, 54.  
 
Competency # 6: Shapes direction: 7, 8, 16, 35, 36, 40, 44, 49, 55, 58, 62, 65.  
 
Items are scored by assigning a 3 to a response of “strongly agree,” 2 to “agree,” 1 to “disagree,” 
and 0 to “strongly disagree.” RESPONSES SHOULD BE REVERSE-SCORED FOR THOSE 
ITEMS IN THE ABOVE LIST THAT ARE UNDERSCORED.  
 
After completing the steps noted above, add up each respondent’s scores in each competency set. 
Divide the total score for the set by the number of items composing that set (for example, the 
first set is composed of 12 items, so divide the respondent’s sum by 12). Then divide that 
number by 3, which gives the average score for the set. Add up all of these averages in the set for 
all respondents in the group, and then divide the sum by the number of respondents, giving the 
average for the group. Repeat these steps for each competency.  
 
An in-depth description of each competency is provided in the book by Chait, Holland, & 
Taylor, The Effective Board (Phoenix, Az.: Oryx, 1991, ISBN: 0-02-897088). Further 
information on developing these competencies is provided in the book by Chait, Holland, & 
Taylor, Improving the Performance of Governing Boards (Phoenix, Az: Oryx, 1996, ISBN: 1-
57356-037-5). Discussion of the instrument itself is available in the article by Holland, “Self-
Assessment by Nonprofit Boards,” Nonprofit Management and Leadership, (Vol. 2, No. 1, Fall 
1991, pp. 25-36). Additional materials are available upon request.  
 
The following data are taken from our work with boards of numerous, diverse nonprofit 
organizations. They allow some frame of comparison for a board to examine its own scores. 
Please keep in mind that any given board my differ from these sites in important ways that are 
relevant to interpreting its scores. Also, remember that self-assessments are not always consistent 
with assessments by observers or with other indicators of organizational performance. They are 
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mainly useful as a stimulus for group discussion and identification of areas in which attention 
may be directed further. We are currently extending the field applications of this instrument to 
include scores from many other nonprofit organizations. Please share your data and 
recommendations with us.  
 
This table shows the average scores on the six competencies from the board reports of over 200 
diverse nonprofit organizations.  
 
Comp. 1 2 3 4 5 6 
average .69 .54 64 .62 .65 .66 
 
 
Please address all communications to  
Dr. Thomas P. Holland  
The University of Georgia Tucker Hall  
Athens, Ga. 30602  
telephone # 706-542-5463  
FAX # 706-542-3282  
 
See also:  
Jackson, D.K. & Holland, T.P. “Measuring the Effectiveness of Nonprofit Boards.” Nonprofit 
and Voluntary Sector Quarterly, Vol. 27, No. 2, June 1998, pp. 159-181.  
 
Holland, T.P. & Blackmon, M. Measuring Board Effectiveness: A Tool for Strengthening Your 
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